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SECURITIES ACT OF 1933 
Release No. 5533/October 11, 1974 


PERMANENT SUSPENSION OF THE REGULATION A 
EXEMPTION OF ROYAL AIRLINE, INC. 


The Securities and Exchange Commission's order of 
March 7, 1974 temporarily suspending the Regulation A 
exemption from registration under the Securities Act of 
1933 with respect to a public offering of securities by 
Royal Airline, Inc. (““Royal’’) of Nevada has become per- 
manent. McCoig Securities, Inc. of Las Vegas, Nevada, 
was named as the underwriter of the offering. 


Pursuant to a notification filed on April 19, 1971, Royal 
offered 500,000 shares of its $1.00 par value common 
stock at $1.00 per share for an aggregate offering price 
of $500,000. According to the order, the Commission 
had reason to believe that: (a) the terms and conditions 
of Regulation A had not been complied with, in that, 
among other things, the offering circular and Form 2-A 
failed to identify John Worthen, Curt Wilken, Gerard F. 
Lewis and Contemporary Securities Corporation as 
underwriters of the offering, and the Form 2-A falsely 
stated the aggregate proceeds that had been received by 
Royal from the public offering pursuant to Regulation 
A; (b) the offering circular filed by Royal contained un- 
true statements of material facts and omitted to state 


SEC DOCKET/269 





material facts necessary in order to make the statements 
made, in light of the circumstances under which they were 
made, not misleading, particularly with respect to, among 
other things, the plan of distribution and the offering 
price of the securities; and (c) the offering was made in 
violation of Section 17 of the Securities Act of 1933, as 


amended. 





SECURITIES ACT OF 1933 
Release No. 5534/October 11, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11048/October 11, 1974 


NOTICE OF PROPOSALS TO REQUIRE INCREASED 
DISCLOSURE OF RELATIONSHIPS BETWEEN RE- 
GISTRANTS AND THEIR INDEPENDENT PUBLIC 
ACCOUNTANTS 


(Comment Period Expires November 30, 1974) 
(S7-535) 


One of the underpinnings of the Commission’s adminis- 
tration of the disclosure requirements of the federal se- 
curities laws is its reliance on the reports of independent 
public accountants on the financial statements of regis- 
trants. These reports provide the assurance of an outside 
expert’s examination and opinion, thereby substantially 
increasing the reliability of financial statements. 


The decision that the Commission and investors should rely 
on independent public accountants for the audit of finan- 
cial statements was made by Congress when it enacted the 
Securities Acts forty years ago, and in the judgment of the 
Commission this system has worked effectively in the in- 
terests of investors. The independence of these profession- 
als both in fact and appearance is an essential ingredient 

in the system, and the Commission has taken a number of 
steps to strengthen this independence. The amendments 
proposed herein are a further effort in this direction. 


In recent years, the Commission has described in several 
releases situations in which it concluded that the neces- 
sary independence did not exist due to economic or per- 
sonal relationships between accountant and client. In this 
way, it assisted the accounting profession’s own standard 
setting bodies in the creation of credible and useful 
standards of independeiice for the profession as a whole. 
This process is a continuing one. 


In addition, the Commission, starting in 1971, has re- 
quired specific disclosure in a timely Form 8-K filing 

of any change in principal accountants made by the regis- 
trant, including disclosure of any disagreement between 
the registrant and its principal accountant in the eighteen 
months prior to the change which could have required or 
did require mention in the accountant’s report. This was 
designed to strengthen accountants’ independence by 
discouraging the practice of changing accountants in 
order to obtain more favorable accounting treatment. 
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In 1972, in Accounting Series Release No. 123, the Com- 
mission urged registrants to create an audit committee of 
the outside members of the Board of Directors in order 
to provide for more effective communication between 
independent accountant and outside directors. It was 
believed that such a committee would lessen the account- 
ants’ direct reliance on management and would put them 
directly in touch with outside members of the Board 
whose performance was less specifically being reported 
on in financial statements, thus increasing the account- 
ants’ independence. 










Finally, the Commission and its staff have for many 
years offered support to accountants in numerous con- 
ferences and in informal administrative determinations 
of what reporting procedures should be followed in par- 
ticular factual circumstances. The Commission’s general 
refusal to accept opinions qualified in regard to audit 
scope or accounting principle as satisfying the Acts’ re- 
quirements for certified financial statements has also 
strengthened the accountants’ independence. 


The Commission believes that the necessary independence 
of accountants does exist. It has noted with approval re- 
ports in which the accountants have evidenced their 
independence by bringing significant information to the 
attention of investors. For example, in one recent case 
an independent accountant reported that its client's 
accounting procedures, while acceptable under generally 
accepted accounting principles, were not those which 
the firm believed best reported financial results under 
the particular factual circumstances. In another case, an 
independent accountant while reporting on a five-year 
summary of earnings noted in its report that the account- 
ing principles used to account for a transaction in an un- 
audited interim period subsequent to the five-year period 
were such that had the firm been required to report on 
this period an adverse opinion would have been required. 
After discussions with the staff in this case, the registrant 
ultimately revised the interim statements. In addition to 
these and other cases where reports were issued, the staff 
has observed the independence of accountants in confer- 
ences and informal meetings. 





It is essential that both the fact and the appearance of 
independence be sustained so that the confidence of the 
investing public in the reliability of audited financial 
statements and the integrity of the public accounting 
profession will be maintained and enhanced. To this 

end, the Commission has concluded that it is desirable to 
increase the level of disclosure regarding relationships be- 
tween independent accountants and their clients. 





Accordingly, the Commission is proposing herewith a | 
number of amendments to its forms and rules designed | 
to enhance the accountant’s independence by increasing 
disclosure of auditor-client relationships. 


First, Item 12 of Form 8-K under which changes in 
accountants must currently be reported is proposed to 
be amended to expand the disclosures required and to 
clarify the intent of the item. The changes proposed to 
be made and the reasons therefor are as follows: 





1. The resignation and dismissal of accountants, includ- 
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ing accountants of a segment on whom the principal ac- 
countant expressed reliance in his report, would be re- 
portable events as well as the engagement of a new ac- 
countant. In the past, when only the engagement of a 
new accountant triggered the reporting requirement, 
there was sometimes considerable delay in bringing sig- 
nificant disagreements to the attention of investors. Under 
the proposed rule, timely disclosure would be required. 
This may Mean on some occasions that two reports on 
Form 8-K would be required for a single change of 
accountants, the first on the resignation or dismissal of 
the previous accountant and the second where a new ac- 
countant is selected. In such a case, information filed in 
connection with the first report may be incorporated 

by reference in the second. 


2. The item would require disclosure as to whether 
accountants’ reports for either of the past two years 

were qualified in any way. This disclosure would assist 
users of Form 8-K to determine whether there were any 
items in the previous two years which were of such an 
unusual and material nature that disclosure was required 
in the accountants’ report. Although such data are on 

file elsewhere in most cases, including them in the 8-K 
report will bring together in one place information which 
is relevant in the evaluation of auditor-client relationships. 


3. The period prior to the date of the change of account- 
ants for which disagreements of sufficient importance to 
warrant mention in the accountants’ report if not resolved 
must be reported is proposed to be extended from eighteen 
to twenty-four months. The current requirement is not 
sufficient to assure reporting of such disagreements in the 
previous two audits, and since two-year comparative state- 
ments are normally presented this seems the minimum 
period which should be covered. Comments are specifi- 
cally solicited on the question of whether a two-year 
period is sufficiently long. 


4. The item is proposed to be amended to clarify the 
intent of the present item which was to require a descrip- 
tion of all disagreements, including those where the dis- 
agreement was resolved to the satisfiaction of the account- 
ant. This clarification appears to be necessary as a result 

of the experience gained from analyzing 8-Ks filed in 
which no description was given of disgareements or in 
which a simple statement was made that there were no 
unresolved disagreements and staff follow-up was required 
to obtain the necessary information. The term ‘‘disagree- 
ments” should be interpreted broadly in responding to 

this item. For example, if an accountant were to resign 

or to seriously consider qualifying his report on an en- 
gagement because he concluded that internal controls 
necessary to develop reliable statements did not exist, 

this would constitute a reportable event in the event of 
achange of accountants. Similarly, if an accountant were 
to resign or consider resigning because he had discovered 
facts which led him no longer to be able to rely on manage- 
ment representations or which made him unwilling to be 
associated with statements prepared by management, such 
situations would constitute reportable events in connection 
with change in accountants. 


5. The item is proposed to be amended to require that the 
registrant’s statement as to whether any disagreements 


existed be included in the Form 8-K filing rather than 

in a separate letter attached to the filing and to require 
that copies of the accountant'’s letter be filed as an ex- 
hibit with all 8-K copies filed. These changes are intended 
to simplify the filing procedure and to clarify the Com- 
mission’s intent that the registrant’s description of dis- 
agreements, if any, and the accountant’s concurrence or 
non-concurrence therewith be included in the Form 8-K 
(or attached as an exhibit). Under the existing rule, a few 
registrants have submitted letters separate from the Form 
8-K filing with the result that the full disclosure of any 
disagreements was not readily available to the public. 


Second, Regulation S-X is proposed to be amended to 
require disclosure in a note to the financial statements 

of any material disagreement on any matter of accounting 
principles or practices or financial statement disclosure re- 
ported in Item 12 of Form 8-K within twenty-four months 
of the date of the most recent financial statements in a 
filing. This disclosure is believed necessary to put readers 
of the financial statements on notice that such a disagree- 
ment existed which could have significantly affected the 
statements. 


In addition, this proposal would require footnote dis- 
closure of any transactions or events occurring in the two 
years following a change of accountants which are similar 
to any transactions or events which gave rise to a reported 
disagreement and are differently accounted for. If such 
transactions which raise the same issues of accounting 
principle application or disclosure are material and are 
accounted for in a manner different from that recommended 
by the former accountant, disclosure would have to be 
made of the effect on the financial statements if the 
accounting method or disclosure recommended by the 
former accountant had been followed. This disclosure 
would make investors aware of situations where alterna- 
tive accounting approaches may be followed and are 
favored by at least one professional accountant, and the 
effect of such alternative approaches. In addition, it is 
believed that such disclosure requirements may have the 
effect of discouraging shifts in accountants simply to ob- 
tain approval of an alternative accounting approach. 


Finally, a number of amendments are proposed to Item 

8 of Schedule 14A of the proxy rules to require additional 
disclosures in the proxy statement of the relationships be- 
tween registrants and independent public accountants. 
These proposed changes and the reasons therefor are as 
follows: 


1. Disclosure of the principal accountant selected or to 
be recommended to shareholders for election, approval 
or ratification for the current year. This requirement is 
designed to make stockholders aware of the identity of 
the independent accountant of record for the current 
year, even in cases when the shareholders are not asked 
to take formal action to approve his selection. The Com- 
mission believes that such knowledge would enhance the 
stockholders’ recognition of the role of the independent 
accountant and would emphasize the direct responsibility 
of the independent accountant to shareholders. 


2. Disclosure is proposed to be required of the name of 
the principal accountant for the previous year if different 
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from that selected or ecommended for the current year or 
if no accountant has been selected for the current year. 
This disclosure is designed to inform the stockholder when 
3 change in accountants has occurred and who the inde- 
pendent accountant of record is in cases where no action 
has been taken to select an accountant for the current 
year. 


3. Disclosure of disagreements between accountant and 
registrant reported on a Form 8-K filed to report a change 
in accountant during the past year is proposed to be re- 
quired. This disclosure is designed to call disagreements 

to stockholders’ attention so that they may be more fully 
informed of the relationships between accountant and re- 
gistrant. Since any disagreement must by its nature have 
two sides, it seems desirable that both sides have an oppor- 
tunity to review its description in the interests of obtaining 
a balanced and complete presentation. Accordingly, the re- 
gistrant is required to submit the description included in 
the preliminary proxy material to the accountant, and if 
the accountant believes that the description is incorrect or 
incomplete he may include a statement of 200 words or 
less in the proxy statement presenting his view of the dis- 
agreement. 


4. Disclosure is proposed to be required of whether or not 
representatives of the principal accountants for the current 
year and the most recently completed fiscal year are ex- 
pected to be present at the stockholders’ meeting with the 
opportunity to make a statement and available to respond 
to questions. The Commission believes that it is desirable 
for communication between stockholders and their inde- 
pendent accountants to be encouraged. While the principal 
communication is the accountant’s report on financial 
statements, there may be some matters which the account- 
ants wish to bring to the attention of stockholders and 
there may be questions which stockholders wish to address 
to the accountants. This disclosure will emphasize the ex- 
istence of this opportunity for communication when it is 
available and may encourage the submission of written 
questions addressed to the accountants before the meeting. 


5. Disclosure is proposed to be required of the existence 
and composition of the audit committee of the Board of 
Directors. The Commission has already expressed its judg- 
ment that audit committees made up of outside directors 
have significant benefits for a company and its sharehold- 
ers (Accounting Series Release No. 123). This disclosure 
will make stockholders aware of the existence and compo- 
sition of the comittee. If no audit or similar committee 
exists, the disclosure of that fact is expected to highlight 
its absence. 


6. The current requirement in Item 8 for disclosure of any 
financial interests of any accountant who is being selected 
or approved by stockholders of the issuer or certain other 
relationships which existed during the past three years 
would be rescinded inasmuch as the accountant, who must 
be independent of the issuer, is precluded from having such 
relationships by the accounting profession’s standards for 
independence of accountants. 


The text of the proposed amendments to Form 8-K, Re- 


gulation S-X and Schedule 14A of the proxy rules follows. 
Material to be added is in italics or designated as new and 
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material to be deleted is lined through. 


Form 8-K. \tem 12 and EXHIBITS would be revised as 
given below: 


Item 12. Changes in Registrant’s Certifying Accountant. 


If an independent accountant has-been-who was previous- 
/y engaged as the principal accountant to audit the regis- 
trant’s financial statements whe-was- Aet-the-prine:pal-ae- 
eotintant-for-the registrant’ s-mostrecemtly-filed-eertified- 
fipanetalt-statements resigns or is dismissed as the regis- 
trant’s principal accountant, or another independent ac- 
countant is engaged as principal accountant, or if an in- 
dependent accountant on whom the principal accountant 
expressed reliance in his report resigns or is dismissed or 
another independent accountant is engaged to audit that 
segment: 


(a) State the date when-streh-iadependent-aceotnt-was 
engaged of such resignation, dismissal or engagement. ¥e 
registrant-shatt-also-fursish-the Gommisston-with-a separate: 
fetter-stating. 


(b) State whether in the eighteen twenty-four months pre- 
ceding such resignation, dismissal or engagement there were 
any disagreements with the former accountant on any 
matter of accounting principles or practices, financial state- 
ment disclosure, or auditing scope or procedure, which dis- 
agreements if not resolved to the satisfaction of the former 
accountant would have caused him to make reference in 
connection with his report to the subject matter of the dis- 
agreement(s); a/so, describe each such disagreement. The 
disagreements required to be reported in response to the 
preceding sentence include both those resolved to the form- 
er accountant’s satisfaction and those not resolved to the 
former accountant’s satisfaction. 


(c) State whether the principal accountant’s report on the 
financial statements for any of the past two years was 
qualified in any way (including an adverse opinion, a dis- 
claimer of opinion, or qualification as to uncertainty, audit 
scope, or accounting principle) and the nature of each qual- 
ification. 


{d) The registrant shall request the former accountant to 
furnish the registrant with a letter addressed to the Com- 
mission stating whether he agrees with the statements 
eontained +7 the letter-of-the-registrant made by the regis- 
trant in response to this item and, if not, stating the re- 
spects in which he does not agree and-the-registrant-shatt 
furnish-such-letter-to-the- Gommission-tegether -with-its ewn. 
The registrant shall file a copy of the former accountant’s 
letter as an exhibit with all copies of the Form 8-K re- 
quired to be filed pursuant to General Instructions F. 


EXHIBITS 


Instruction 7. Letters from the-+egistrant-and the inde- 
pendent accountants furnished pursuant to Item 12/d). 


* * 7 
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Regulation S-X. A new rule designated as (u) would be 
added to Rule 3-16 as given below. 


* * * * 


Rule 3-16(a) to (t) (no change) 


(u). Disagreements on accounting and financial disclosure 
matters.--\f, within the twenty-four months prior to the 
date of the most recent financial statements, a Form 8-K 
has been filed reporting a change of accountants and in- 
cluded in such filing there is a reported disagreement on 
any matter of accounting principles or practices or finan- 
cial statement disclosure, and if such disagreement, if 
differently resolved, would have caused the financial 
statements to differ materially from those filed, state 

the existence and nature of the disagreement. In addition, 
if in the twenty-four months subsequent to a change in 
accountant (or such lesser time as may have elapsed) there 
have been any transactions or events similar to those which 
involved a reported disagreement and if such transactions 
are material and were accounted for or disclosed in a man- 
ner different from that recommended by the former ac- 
countant, state the effect on the financial statements if the 
method recommended by the former accountant had been 
followed. 


Regulation 14A. \tem 8 of Schedule 14A would be re- 
vised as given below. 


Schedule 14A. Information Required In Proxy Statement 


Item 8.4Seleetion-of--auditers}- Relationship with Inde- 
pendent Public Accountants 


Existing paragraph under the item (deleted). 


Furnish the following information describing the registrant's 
relationship with its independent public accountants: 


(a) The name of the principal accountant selected or being 
recommended to shareholders for election, approval or 
ratification for the current year. If no accountant has been 
selected or recommended, so state and briefly describe the 
reasons therefor. 


(b) The name of the principal accountant for the fiscal year 
most recently completed if different from the accountant 
selected or recommended for the current year or if no ac- 
countant has yet been selected or recommended for the 
current year. 


(c) If a change or changes in accountants have taken place 
since the date of the proxy statement for the most recent 
annual meeting of shareholders, and if in connection with 
such change(s) a disagreement between the accountant and 
issuer has been reported on Form 8-K or in the accountant’s 
letter filed as an exhibit thereto, the disagreement shall be 
described. Prior to submitting the preliminary proxy ma- 
terial to the Commission, the registrant shall furnish the 
description of the disagreement to any accountant with 
whom a disagreement has been reported. If that accountant 
believes that the description of the disagreement is incor- 


rect or incomplete, he may include a statement of 200 
words or less in the proxy statement presenting his view 
of the disagreement. This statement shall be submitted to 
the registrant within five business days of the date the ac 
countant receives the registrant’s description. 


(d) The proxy statement shall indicate whether or not re- 
presentatives of the principal accountants for the current 
year and for the most recently completed fiscal year are 
expected to be present at the stockholders’ meeting with 
the opportunity to make a statement if they desire to do 
so and whether or not such representatives are expected 
to be available to respond to questions raised orally at 
the meeting or submitted in writing before the meeting. 
/f questions may be submitted in writing, the method 

of doing so shall be set forth. 


(e) If the issuer has an audit or similar committee of the 
Board of Directors, state the names of the members of 
the committee. If the Board of Directors has no audit 
or similar committee, so state. 


* * * * 


The amendments are proposed to be adopted pursuant to 
authority in Sections 6, 7, 8, 10 and 19(a) of the Securities 
Act of 1933; and Sections 12, 13, 15(d) and 23(a) of the 
Securities Exchange Act of 1934. 


All interested persons are invited to submit written com- 
ments on the proposals on or before November 30, 1974 
The communications should be addressed to the Secre 
tary, Securities and Exchange Commission, Washington, 
D.C. 20549 and should be referenced to File No. S7-535. 
All comments will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11045/October 10, 1974 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities 
Exchange Act of 1934 (‘Exchange Act’’), against S. J. 
Salmon & Co., Inc. (““SJS’’), a New York City broker- 
dealer, Sheldon Salmon (‘Salmon’), of New York City, 
William A. Helman (‘’Helman”’), formerly of Oyster Bay 
Cove, New York, now a resident of Florida, Bernard J. 
Zipern (“Zipern’’), of Massapequa, New York, Marvin 
Tabak (‘’Tabak’’), of Roslyn Harbor, New York, Melvin 
Spielman (‘Spielman’), of Woodbury, New York, all 
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principals of SJS, and Jerome H. Truen (“Truen”’), of 
Great Neck, New York alleged to be an undisclosed prin- 
cipal of SJS. In addition, the Order for Proceedings names 
as respondents the following registered representatives of 
SJS: Vicki Augenstein of New York City, Bernard Green- 
berg of Bronx, New York, Evelyn Harris, of New York 
City, David B. Miller (‘‘Miller’’), formerly of Bayside, New 
York, now a resident of Florida, David M. Polen, of New 
York City, Robert E. Rosen, of Silver Spring, Maryland, 
James Rumpf, of Lawrenceville, New Jersey, Jeffrey Sal- 
mon, of Fort Lee, New Jersey, Bernard H. Sharf, of River- 
dale, New York, Arthur B. Steinberg, of New York City, 
and Stuart Tabak of Brooklyn, New York; also named is 
Susan Hathaway of Great Neck, New York, a personal 
secretary to Salmon. Further, the order names four other 
broker-dealers and individuals associated therewith as 
follows: Philips, Appel & Walden, Inc.(“PAW’’), a New 
York broker-dealer and a member of the New York and 
American Stock Exchanges and NASD, Stephen R. Cohen 
(“Cohen”), of Lawrence, New York and a vice-president 
of PAW, Monarch Funding Corp. (“Monarch”), a New 
York City broker-dealer and a member of the NASD, Leo 
Eisenberg (‘‘Eisenberg’’), of Woodmere, New York, presi- 
dent and sole shareholder of Monarch, Hoenig & Strock, 
Inc. (‘Hoenig & Co."’), a New York City broker-dealer 
and a member of the New York and American Stock Ex- 
changes and the NASD, Gary Goldberg (‘‘Goldberg’’), 

of New York City and a former registered representative 
at Hoenig & Co., Commonwealth Chemical Securities, Inc. 
(“Commonwealth”), a New York City broker-dealer and 

a member of the Philadelphia, Baltimore, Washington Stock 
Exchange, Julius S. Kleinman (““Kleinman’’), of New York 
City and Robert C. Drucker (““Drucker’’), of Englewood 
Cliffs, New Jersey both principals of Commonwealth. 
Finally, the order also names Deanna Engel (‘‘Engel”’), 

of New York City a former registered representative at 

a New York City broker-dealer and Bruce Halpern (‘‘Hal- 
pern’’), of New Rochelle, New York a former trader at 

a California broker-dealer. 


These proceedings are based on allegations by the Division 
of Enforcement that SJS, its principals and salesmen, Mon 
arch, Commonwealth, its principals, Cohen, Halpern, 
Engel and Goldberg violated the anti-fraud provisions of 
the Federal securities laws in that each of them, at various 
times from June 1969 to June 1972, manipulated the price 
of some or all of 26 different securities enumerated in the 
Order for Proceedings. These securities were ADA Finan- 
cial Services, Inc.; Artists Entertainment Complex, Inc., 
Clayco Petroleum Corporation, Com-Comp, Inc., Comfax 
Communications Industries, Inc., Digital Computer Con- 
trols Corp., Environmental Pollution Research Corp., Far- 
aday Laboratories, Inc., Ferronics Incorporated, Fiber- 
statics Corp., Funding Inc., Galaxy Group, Inc., Harver 
Educational Services, Inc., Information Machines, Inc., 
Initio, Inc., Interstate Housing Corp., Jaymee Industries, 
Inc., Multivox Corporation of America, Princeton Asso- 
ciates for Human Resources, Inc., Professional Data Ser- 
vices, Inc., Project 7 Films, Inc., Rapidek Industries, Inc., 
Schnur Appel, Incorporated, Sensory Systems, Inc., 
(known as Training with the Pros, Inc. until April 1971) 
and Winston Network, Inc. 


The Commission’s Order alleged that SJS and its principals 
manipulated the price of all of the above stocks and that 
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SJS salesmen named as respondents, in certain of those 
stocks, aided and abetted such manipulation in that they 
effected transactions to artificially influence the market 
price of those stocks and create a false and misleading 
appearance of an active market for shares of such stocks. 
The Order charges that SJS and its principals employed 
devices including put and call options designed to control 
the float of those stocks and their prices by placing re- 
strictions on the sale of stock it underwrote or promoted 
for sale to its customers and by engaging in reciprocal 
arrangements with Commonwealth, Kenneth Bove & Co., 
Inc. JNT Investors, Inc., Austin James & Co., Inc. In addi- 
tion, the Order charged that SJS violated and Salmon, 
Helman, Truen, Zipern, Tabak and Spielman aided and 
abetted violations of the Exchange Act in that SJS failed 
to file an amendment with the Commission reflecting 
Truen was a principal of SJS. The Order also charged that 
SJS violated and its principals and various salesmen aided 
and abetted violations of the Commission's bookkeeping 
requirements in that SJS failed to make and retain accur- 
ate records reflecting the beneficial owners of various 
customer accounts in that certain nominee accounts were 
maintained at SJS and that books and records at SJS were 
falsified in an attempt to defraud the Securities Investor 
Protection Corporation (‘“SIPC’’), by back dating certain 
customer transactions and creating certain fictitious trans- 
actions. 


The Commission’s Order also alleged that SJS, its princi- 
pals and various of its salesmen wilfully violated and wii- 
fully aided and abetted violations of the securities laws 

in that they effected transactions for customer accounts 
and other accounts by falsifying the books and records of 
SJS for the purpose of defrauding SIPC and filed or caused 
to be filed false and inaccurate claims with the SIPC trus- 
tee. 


Furthermore, the Order alleged that SJS, Salmon, Truen, 
Helman, Zipern, Tabak and Spielman violated and aided 
and abetted violations of the anti-fraud provisions of the 
federal securities laws in that they received pay-offs in 
order that SJS retail Sensory Systems, Inc. stock to its 
customers and that SJS, Salmon, Truen, Helman, Zipern, 
Tabak, Spielman and Miller wilfully violated and wilfully 
aided and abetted violations of the anti-fraud provisions 
of the federal securities laws that while participating in 
the distribution of Jaymee Industries, Inc. on a “best 
efforts all or none’ underwriting basis they failed to 
promptly deposit in a separate bank account as agent 
for subscribers all money received from subscribers to 
the Jaymee offering. 


In addition, the Order alleged that SJS, Salmon, Truen, 
Helman, Zipern, Tabak and Spielman wilfully violated and 
wilfully aided and abetted violations of the anti-fraud sec- 
tions of the securities acts in that they received undisclosed 
compensation from the principals of Jaymee Industries, 
Inc. in order that SJS complete the underwriting of Jay- 
mee Industries, Inc. stock. 


The Commission’s Order also charged that SJS and its 
officers violated and wilfully aided and abetted violations 
of the Commission’s net capital rules during February 
1972; that a trustee was appointed to liquidate SJS pursu- 
ant to the Securities Investor Protection Act of 1970 and 
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that SJS, Salmon and Helman were enjoined from further 
violations of the net capital rule. 


The Order also charged that Cohen received a pay-off from 
SJS in order that he retail Environmental Pollution Research 
Corp., Sensory Systems, Inc. and other securities to his 
customers and that Halpern received a pay-off from SJS 

in return for engaging in securities transactions with SJS 
designed to guarantee a profit to SJS. 


The Order also charged that Monarch violated and Eisen- 
berg aided and abetted violations of the Commission’s 
bookkeeping requirements in that Monarch failed to retain 
accurate records reflecting the beneficial owners of cus- 
tomers accounts. 


Finally, the Order charged that Engel, while a salesman at 

a New York City broker-dealer, Goldberg, while a salesman 
at Hoenig & Co. and Cohen while a salesman at PAW caused 
their respective broker-dealers and other broker-dealers to 
fail to make and retain books and records reflecting the 
beneficial owners of customer accounts. 


A hearing will be scheduled by further Order to take 
evidence on the staff charges and afford the respondents 
an opportunity to offer any defenses thereto, for the pur- 
pose of determining whether the allegations are true, if 
so, whether any action of a remedial nature is necessary 
or appropriate in the public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11046/October 11, 1974 


The Securities and Exchange Commission has ordered pub- 
lic administrative proceedings under the Securities Exchange 
Act of 1934 and the Securities Investor Protection Act of 
1970 against P & H Associates (‘’P & H”’), a broker-dealer 
formerly located at 5 Hanover Square, New York, New 
York; Thomas E. Herman (“‘Herman’’) of Bronx, New York, 
ageneral partner of P & H; Ronald C. Pilatsky (’’Pilatsky’’) 
of East Patchogue, New York, a general partner of P & H; 
Leonard Silverman (‘‘Silverman”’) of Garnerville, New 
York, formerly manager of back office operations for 

P & H; Samuel Barr (‘Barr’) of Fairlawn, New Jersey, 
formerly a registered representative at P & H; Samuel 
Eisikovits (““Eisikovits’”) of Brooklyn, New York, a limited 
partner and formerly a registered representative at P & H; 
Alfred P. Avasso (““Avasso”’) of Howard Beach, New York, 
formerly manager of the institutional and syndicate de- 
partment and a registered representative at P & H; Joseph 
Winter (‘Winter’) of Brooklyn, New York, formerly a re- 
gistered representative at P & H; and David Kimmel 
(“Kimmel”) of San Francisco, California, formerly em- 
ployed as a registered representative at P & H. 


Information leading to the institution of these proceedings 
was developed by the joint SEC-NASD Task Force inquir- 
ing into abuses in the over the counter market. 


The Commission’s Order is based on staff allegations that 
P & H violated and Herman, Pilatsky and Silverman aided 


and abetted violations of the net capital provisions during 
the period July 21 - July 31, 1972 and for a time there- 
after and that P & H violated and Herman, Pilatsky and 
Silverman aided and abetted violations of the net capital 
provisions during the period March 6 - March 7, 1973. 

In addition, the Order alleges that during the period 
March 1, 1973 to March 7, 1973 P & H, Herman, Pilat- 
sky and Silverman violated or aided and abetted viola- 
tions of the customer segregation provisions in that P & H 
did not properly maintain a bank account for the exclu- 
sive benefit of customers. 


The Commission’s Order also alleged that P & H violated 
and Herman, Pilatsky, Silverman, Barr, Winter and Eisiko- 
vits aided and abetted violations of the bookkeeping pro- 
visions in that P & H failed to accurately make and pre- 
serve certain of its books and records. 


The Order further charged that P & H aided and abetted 
by Herman, Pilatsky and Silverman filed reports pursuant 
to Rule 17a-11 for the months ending July 31, 1972, 
August 31, 1972 and October 31, 1972 which included 
overstatements of the assets and capital of P & H and 
understatements of the liabilities of P & H. 


The Commission’s Order also charged that P & H, Herman 
and Pilatsky violated and aided and abetted violations of 
the anti-fraud provisions in connection with the public 
distribution of the common stock of Indecon, Inc. which 
was underwritten by P & H on a best efforts all or none 
basis; and that in connection with transactions in the se- 
curities of Florida Glass Industries, Inc., Indecon, Inc. 
and CWC Industries, Inc., among others, P & H, Herman, 
Pilatsky, Barr, Winter and Avasso violated and aided and 
abetted violations of the anti-fraud provisions of the fed- 
eral securities laws and that P & H violated and Herman, 
Pilatsky and Avasso aided and abetted violations of the 
confirmation rules. Furthermore, the Commission’s 

Order alleged that in connection with the offering, dis- 
tributing and after-market trading of the common stock 
of Indecon, Inc., P & H, Herman and Pilatsky violated and 
aided and abetted violations of Sections 10(b) and 15(c) 
(2) of the Exchange Act and Rules 10b-6, 10b-9 and 
15c2-4. 


The Order also charged that in connection with the distri- 
bution and after-market trading of the common stock of 
Indecon, Inc. P & H violated and Herman, Pilatsky and 
Kimmel aided and abetted violations of Section 11(d) of 
the Exchange Act in that P & H extended and maintained 
credit to customers on Indecon, Inc. stock while partici- 
pating as underwriter of the stock or within 30 days of 
such participation. Also in connection with Indecon, Inc., 
the Commission charged that P & H violated and Herman 
and Pilatsky aided and abetted violations of Section 15(c) 
(5) of the Exchange Act in that at a time when trading 
was suspended in the stock attempts were made to induce 
the purchase or sale of Indecon, Inc. stock. 


The Commission also charged that P & H violated and 
Herman, Pilatsky, Silverman, Kimmel and Eisikovits aided 
and abetted violations of Regulation T of the Federal Re- 
serve Board. 


Finally, the Commission charged that P & H, Herman and 
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Pilatsky were permanently enjoined from further violations 
of the net capital and customer segregation provisions of the 
Exchange Act; that a SIPC trustee was appointed to liqui- 
date P & H; and that P & H, Herman and Pilatsky failed 
reasonably to supervise, with a view to preventing viola- 
tions of the federal securities laws, persons subject to their 
supervision who committed or aided and abetted commis- 
sion of such violations. 


A hearing will be scheduled by further Order to take 
evidence on the charges and afford the respondents an 
opportunity to offer any defenses thereto, for the purposes 
of determining whether the allegations are true, and if so, 
whether any action of a remedial nature is necessary or ap- 
propriate in the public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11047/October 11, 1974 


The Securities and Exchange Commission today announced 
pursuant to Section 15(c)(5) of the Securities Exchange 
Act of 1934 (‘Exchange Act’’) the temporary suspension 
of over-the-counter trading in the securities of Bio-Medical 
Sciences, Inc. (‘‘Bio-Medical’’), a New York corporation 
located in New York City, for the ten-day period commenc- 
ing at 10:00 a.m. (EDT) on October 11, 1974 and termin- 
ating at midnight (EDT) on October 20, 1974. 


The Commission initiated the suspension because counsel 
for certain board members and noteholders of Bio-Medical 
Sciences, Inc. have furnished information to the staff 
which raises substantial questions regarding Bio-Medical’s 
current financial condition. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 

fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 

may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker 

or dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Securities and Exchange 
Commission, Division of Enforcement in Washington, D.C. 
If any broker or dealer is uncertain as to what is required 

by Rule 15c2-11, he should refrain from entering quota- 
tions relating to the securities in question until such time 

as he has familiarized himself with said rule and is certain 
that all of its provisions have been met. If any broker or 
dealer enters any quotation which is in violation of said 
rule, the Commission will consider the need for prompt 
enforcement action. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11048/Octoger 11, 1974 


See Securities Act Release No. 5534. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11049/October 11, 1974 


The Securities and Exchange Commission has issued a 
notice on an application of the PBW Stock Exchange 
Inc. for unlisted trading privileges in the common stock 
of Olin Corporation and The El Paso Company. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11050/October 15, 1974 


Admin. Proc. File No. 3-4456 
In the Matter of 


CABOT, SHAW, INC. 
9171 Wilshire Boulevard 
Beverly Hills, California 


(8-15475) 


DAROLD M. SHIRWO 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


These are broker-dealer proceedings under the Securities 
Exchange Act with respect to Cabot, Shaw, Inc. (“‘regis- 
trant’’), a registered broker-dealer, and Darold M. Shirwo, 
registrant's president. Solely for the purpose of settling 
these proceedings, and without admitting or denying the 
allegations in the order for proceedings, respondents con- 
sent to certain findings of misconduct as alleged in that 
order and to entry of an order revoking registrant's broker- 
dealer registration and barring Shirwo from association with 
any broker-dealer. 


On the basis of the order for proceedings and respondents’ 
consents, it is found that: 


1. During the period from about February 11 to April 15, 
1972, registrant, willfully aided and abetted by Shirwo, 
willfully violated Sections 5(a) and 5(c) of the Securities 
Act in that they offered, sold and delivered after sale shares 
of common stock of Environmental Devices, Inc. (“EDI”) 
when no registration statement under that Act had been 
filed or was in effect as to such securities. 


2. During the period from about February 11, 1972 to 
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March 7, 1974, registrant, willfully aided and abetted by 
Shirwo, willfully violated Section 17(a) of the Securities 
Act and Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder in that respondents: 


(a) Manipulated the market for EDI stock; 


(b) Recommended and sold speculative EDI stock to cus- 
tomers without having made reasonable inquiry as to the 
EDI’s financial condition and business operations; and 


(c) Made material misrepresentations to purchasers and 
prospective purchasers with respect to EDI’s financial con- 
dition, operations and management, the speculative nature 
of its stock and the fairness of the price being charged for 

it, the availability of a market for the stock, and the amount 
of compensation respondents were receiving for selling it. 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions to which respondents have consented. 


Accordingly, 1T 1S ORDERED that the broker-dealer regis- 
tration of Cabot, Shaw, Inc. be, and it hereby is, revoked; 
and it is further ORDERED that Darold M. Shirwo be, and 
he hereby is, barred from being associated with any broker 
or dealer. 


For the Commission, by the Office of Opinions and Re- 


view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11051/October 15, 1974 


The Commission announced today the receipt of a letter 
from the New York Stock Exchange, dated October 11, 
1974, which outlines numerous problems that the New 
York Stock Exchange has concluded would be created in 
its marketplace by the application of the Commission’s 
recently adopted amendments to Rule 10a-1 under the 
Securities Exchange Act (Securities Exchange Act Re- 
lease Number 11030 (September 27, 1974)). The Com- 
mission intends to give full and complete consideration 
on an immediate basis to the issues raised by the New 
York Stock Exchange in its letter, as the Commission 
indicated it would do in the release accompanying the 
adoption of the amendments to Rule 10a-1. 


The Commission, however, reiterated the understanding 

and agreement reached with the Consolidated Tape Associa- 
tion that the implementation of Phase | of the consolidated 
transaction reporting system contemplated by the joint 

plan declared effective by the Commission pursuant to 
Securities Exchange Act Rule 17a-15 would commence 
without further delay, as scheduled, on October 18, 1974. 


* * * 


October 11, 1974 


The Honorable Raymond Garrett, Jr. 
Chairman 

Securities & Exchange Commission 
500 North Capitol Street 
Washington, D. C. 20549 


Dear Chairman: 


As expressed in our letter to The Commission of October 
2, 1974, the Commission’s Rule 10a-1 as promulgated in 
Release No. 34-11030 (the Uniform Rule) represents an 
earnest effort on the part of the Commission toward the 
goal of structuring a central market system in which all 
Participants would be on equal footing. However, after 
careful and intensive evaluation, this Exchange has re- 
luctantly concluded that the Uniform Rule is simply un- 
workable as applied to this marketplace. In this letter, we 
will point out the major problems which we have discovered 
with the Rule. We will then propose a suggested approach 
that, we believe, will allow Phase | of the consolidated tape 
to begin as scheduled on October 18, with all participants 
subject to an appropriate short selling rule. 


As stated in the Special Study of Securities Markets and 
referred to in our letter of comment to the Commission on 
the then proposed Uniform Rule, a short selling rule should 
meet the following objectives: 


1. Allow relatively unrestricted short sales in an advancing 
market; 


2. Prevent short selling at successively lower prices — thus, 
eliminate the use of the short sale by the ““bear raidar”’ to 
drive the market down; 


3. Prevent short sellers from accelerating a declining mar- 
ket by exhausting all remaining bids at one price level, 
causing successively lower prices to be established by 
longer sellers. 1/ 


We do not believe that any of these objectives could be 
achieved under the Uniform Rule. 


The essential feature which we believe renders the Uniform 
Rule unworkable is the requirement that short sale trans- 
actions be governed by prints as they appear on the tape, 
rather than by actual market conditions as they exist on 

a real time basis in the actual market. The tape is not, and 
can never be, “real time’’. It is an historical document that 
reports transactions which have already appeared, perhaps 
fifteen (15) seconds ago, or less, or perhaps several min- 
utes ago. 


We wili try to illustrate the impossibility of requiring that 
the viable, active real market be restricted in its operation 
by the historical reports of trades which are necessarily, 
and often critically, stale. 


In passing, we should first point out some of the mechani- 
cal-type difficulties which would be presented by the Uni- 
form Rule — wholly apart from its effect on the reason- 

ableness and fairness of the market. Adherence to the Uni- 
form Rule would require each participant in the market to 
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manage his business and satisfy his obligations and at the 
same time, be constantly aware of the stream of data re- 
ported by the consolidated tape. While it is hard to visual- 
ize how one person could perform both tasks at once even 
in a normal market, this would be impossible in active mar- 
kets on the Exchange. In this regard, it may have been the 
Commission staff's understanding that real time interroga- 
tion devices were currently or would be soon available on 
the Floor of the Exchange. This is unfortunately not the 
case. 


In the last few days, the Exchange has devised a stopgap 
measure in an attempt to provide facilities required by the 
Uniform Rule. Selective tickers will be installed at each 

of the posts where the fifteen Phase | stocks will be traded. 
However, this is no solution, since all it will accomplish is 
to furnish historical data at a more accessible location. In 
addition, the members will still have to manage their busi- 
ness and be aware of what is printing, or has last printed, 
on the selective ticker at the same time. 


After the pilot phase, there is no solution in sight for this 
problem when the tape becomes fully operational. Ob- 
viously, we cannot have 2,200 selective tickers installed 
on the Floor. Even if we could, they could not possibly 
be accessible to all those who would need them. 


We have already pointed out in our letter of comment on 
the proposed Uniform Rule that a major defect results 
from the fact that prints on the consolidated tape will not 
appear in the order or sequence in which they are executed. 
While it would be entirely gratuitous if the transactions in 
any security were reported in the sequence in which they 
were actually executed in the various markets, improper se- 


quencing may inhibit short sales in an advancing market and 


may allow short sales to set lower prices in a declining mar- 
ket which may frustrate all three objectives of a short sale 
rule. 


PUBLIC CUSTOMERS 


One provision of the new rule — allowing specialists (and 
other market-makers) to sell short on “‘zero-minus” ticks — 
reverses forty years of federal regulations. The Commission 
and this Exchange have always attempted to be sure that 
the securities professional is not given an unfair advantage 
over the public customer. The Exchange has long consider- 
ed this a fundamental ethical precept. For example, Ex- 
change Rule 92 precludes a member from dealing for his 
Own account or an account in which he has an interest 
when he holds an executable public order on the same side 
of the market. 


The “zero-minus” exemption in the Uniform Rule reverses 
this trend. Now specialists, qualified third market-makers 
and other designated exchange market-makers are all to 

be expressly allowed to deal ahead of the public customer. 
Thus, the people with the most knowledge of what is hap- 
pening in the market are to be given an important advan- 
tage. We believe a provision such as this would seriously 
damage investor confidence in the marketplace and in the 
organizations responsible for the regulation thereof. 


A foundation of the Exchange’s auction market is that an 
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investor can expect that the market in any pacticular 
security will exhibit reasonable continuity with depth. 
The current institutional nature of the market, to some 
extent, has given rise to markets with more price fluctu- 
ation on any given day. The Uniform Rule will increase 
the possibility of greater price fluctuation in particular 
markets. For example, the Uniform Rule creates the 
possibility of ‘‘galloping short sales’’ that would clean 

off public bids on the book within seconds, at successively 
lower prices. 


For example, assume that the last sale in a security 
occurred at 40 and that there are bids on the book at 
every eighth point variation down to 39. The market is 
40 - 40 1/8 with a 5,000-share market short order repre- 
senting the offer at one-eighth. Then the consolidated 
tape reports a 1,000-share trade on the third market at 
39. At this point, the short order under the Uniform Rule 
can be offered legally at any price above 39 and can, in 
rapiu succession, wipe off bids on the book down to 

39 1/8. 


Under the Uniform Rule, market professionals will be in 
a position to take advantage of the public since these pro- 
fessionals will be aware of the time delay between the 
time a trade is executed and the printing of that trade 
on the tape. For example, assume that the last price on 
the Exchange is 40 on a “minus” tick. The quotation is 
40 - 1/8 and the offer represents a 5,000-share market 
short order. If a block then sold at 39 on this Exchange, 
the short order could not be offered lower than 40 1/8 
until the block sale was reported on the tape. In the 
interim, a market professional on the Floor could fill 
“long” those buy orders attracted by news of the sale 
at prices higher than 39. These orders could come from 
buyers who missed the block, registered traders, or 
could be the normal flow of orders. However, when the 
sale at 39 finally printed on the tape, the 5,000-share 
market short order would become executable as low as 
39 1/8, even though sales at higher prices had subse- 
quently occurred. 


Possible Sequence 





100,000 39 
2,000 39 1/8 
2,000 39 3/8 
2,000 39 1/2 
Sale now appears on tape 
at 39 
5,000 39 1/8 Filling the short order 


When the 39 trade finally prints on the tape, the specialist, 
exercising his responsibility, might consider it more equit- 
able to offer the short after the higher succeeding sales 
appear on the tape. But, the specialist could not do this, 
since the short is a market order and he would be forced 
to offer it as low as 39 1/8, a price at which he would feel 
obligated to purchase the stock offered if there were no 
other bidders, since the last sale in the Exchange market 
was, in reality, 39 1/2. 
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Thus, under the Uniform Rule, not only would the public 
customer who entered the short order be prevented from 
participating in sales after the block (until the block 
prints), but as soon as the block prints, his order would 
be executable at a price less than intervening sales. 


ERRORS 


Current market technology is such that one can expect in- 
advertent errors in executing short sales in any market, in- 
cluding this Exchange. Lacking the necessary technology 
to implement the Uniform Rule on the Exchange in a 
realistic manner and given the mechanical-type problems 
referred to earlier, there would undoubtedly be a high 
frequency of errors, however inadvertent, under the Uni- 
form Rule. Indeed, the more active the market, the more 
likely trades will be missed. This would be an impossible 
situation to explain to public customers who can be ex- 
pected to insist on holding their brokers to the tape. On 
the other hand, the other exchanges and the third markets 
have long been basing their sales on the Exchange tape and 
accordingly, such a modus operandi is part of their every 
day life. Consequently, it may be feasible for them to oper- 
ate under the Uniform Rule. 


Under these conditions, this Exchange is concerned that 
brokers may turn all their orders over to specialists. But 
the specialists are certainly in no better position to watch 
the tape, and, because of their substantial market-making 
responsibilities, are apt to be in an even more impossible 
situation. The result of all this could be that no one will 
accept short orders for execution on this Exchange. Such 
astate of affairs would benefit no one in the marketplace, 
since short selling makes an important contribution to 
liquidity and depth in the market. Anything that could 
diminish beneficial short selling diminishes the quality of 
the market for all participants. 


DISRUPTION OF CONTINUOUS EXCHANGE MARKET 
AUCTION SYSTEM 


A specialist on the Exchange is now required, pursuant to 
Section 11b of the Securities Exchange of 1934 (34 Act’’) 
and the rules promulgated thereunder to engage in a course 
of dealings for his own account to assist in the maintenance, 
so far as reasonably practicable, of a fair and orderly mar- 
ket. Exchange Rule 104.10 reiterates this requirement. A 
specialist's dealings for his own account, in connection 

with maintaining a fair and orderly market, are most often 
the result of public orders being effected against a specia- 
list bid or offer, made in the absence of public bids or 
offers. In other words, the specialist fills in the gap so that 
public orders may be satisfied at a price reasonably related 
to the last sale. 


Exchange Rule 104.10(4) requires that a specialist’s quo- 
tation made for his own account should be such that a 
transaction effected thereon, whether having the effect 

of reducing or increasing the specialist’s position, will 

bear a proper relation to preceding transactions and anti- 
cipated succeeding transactions. When a specialist is flat or 
has a short position in a specialty stock, he must still quote 
the stock by offering to supply the stock short if no near 


public offers are available. However, under the Uniform 
Rule, it would be impossible at times for a specialist to 
make or maintain a quote at a price reasonably related 
to the preceding last sale price on the Exchange. Con- 
sider the following example: 


The quotation on the Exchange is 40 - 40 1/4. The bid 

is on behalf of a public limit order on the specialist’s 

book and the offer is on behalf of the specialist who has 

a short position in the stock. The best public offer on the 
specialist’s book is at 41 1/2. The last sale on the Exchange 
took place at 40 and has been reported on the consolidated 
tape. The next trade printed on the tape is from a regional 
exchange at a price of 41 1/4. Since the specialist cannot 
now offer stock at any price below 41 1/4, his quotation 
could not be maintained at 40 - 40 1/4, and would have to 
be widened to 40 - 41 1/4. 


Under circumstances such as those cited above, the spec- 
ialist could not fulfill the requirement of engaging in a 
course of dealings for his own account to assist in the 
maintenance of a fair and orderly market, because the 
specialist would be prohibited from making quotations 
for his own account which bear a proper relation to pre- 
ceding transactions and anticipated succeeding transactions. 
In the above example, if there were no offers on the book 
and the specialist received a market buy order, prints re- 
flecting transactions on the Exchange would be 40 ... 41 
1/4. 


Although not specifically mentioned in SEC Rule 11b-1 
(a)(2), the specialist’s “arranging” of an opening is an 
important part of his overall responsibility to maintain a 
fair and orderly market and the usual requirements exist 
as to dealings for his own account. These requirements 
are embodied, in part, in Exchange Rule 104.11. The 
Report of the Special Study of Securities Markets points 
out that under the Exchange's policy of encouraging 
price continuity, the specialist is expected to trade for 
his own account when necessary to establish a fair open- 
ing price as close to the prior day’s last sale as possible. 
The Special Study also states that the opening price of 
an issue is probably the single most important price of 
the day and concludes that the present system of cen- 
tralizing orders in the hands of the specialist seems a 
fairer and more efficient system than the old system 
where brokers individually bid and offered. 


Assume the Exchange specialist has an influx of buy orders 
in a stock due to favorable news announced prior to the 
opening. The specialist is short and the previous day’s 
closing price was 40. The specialist determines that 42 

is a fair price at which to open the stock and at that price 
he would sell short 5,000 shares. However, prior to the 
opening trade taking place on the Exchange, the stock 
opens on a regional exchange or trades in the over-the- 
counter market at a price of 42 1/2 and is reported on 
the consolidated tape. The Exchange specialist is then 
precluded from opening the stock at 42 and can open it 
no lower than 42 1/2 unless long sell limit orders on the 
book make it possible to open it at a price lower than 

42 1/2 but higher than 42. In this instance, the specialist 
could be prevented from opening a stock at what he be- 
lieves to be a fair price simply because an unrelated trade 
from another market was first reported on the tape. 
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It has long been established and in part formalized by 1/8, seeing prints of Exchange transactions of 1,000-40 1/8 
SEC and Exchange Rules that the functions of a specialist and 1,000-40 1/4, requests a report of execution and is told 
are the effective execution of commission orders entrusted that he sold nothing at either price, and it is now his offer 


to him and the maintenance, insofar as reasonably practi- at 40 1/4. 

cable of a fair and orderly market on the Exchange in the 

stocks in which he is registered. It should be clear that Continuing the example, with no intervening trades, an 
provisions of the Uniform Rule will actually have the effect offer of 5,000 shares to sell long at 40 1/8 is put on the 
of preventing this key function. specialist’s book. If 100 shares next print at 40, the cus- 


tomer’s short order would be lowered to 40 1/8, but now 
there are 5,000 shares ahead of him, at the price at which 


STOPPING STOCK he originally offered to sell. 

The Uniform Rule may have the effect of causing specialists | The above example not only points out how “short” 

to refuse the request of other brokers to grant “stops” for orders entered by the public may lose priority, miss the 

public orders, especially when the specialist has a ‘‘flat’’ market and totally confuse an investor, but also indicates 

or “short” position. The benefits of “stopping” stock are a potential problem for specialists, who will find it neces- 

generally accepted. They permit public orders to be exe- sary constantly to move short orders entrusted to him for 

cuted at more advantageous prices and they result in a execution to different prices in accordance with prints 

narrowing of the spread between the bid and offer. appearing on the tape which represent trades on regional 
exchanges or in the over-the-counter market. Since spec- 

Consider the following example: ialists and member organizations are held responsible for 
any order which should have been executed, there is a 

The last sale reported on the tape was at a price of 40 1/4. strong possibility that specialists and member organiza- 

The current market on the Exchange is 40 bid, offered at tions may refuse to handle short orders on an agency 

40 3/8. In the absence of public sell orders, the specialist basis. 


is offering stock at 40 3/8, while maintaining a “‘short”’ 
position. A broker then enters the Crowd with a public 


order to buy 100 shares at the market and requests that STABILIZING BIDS 

the specialist grant him a “stop”. The specialist agrees to 

stop the order at the offer price of 40 3/8, and requotes It is commonly recognized that underwritings are an im- 

the market 40 1/8 bid, offered at 40 3/8. The broker then portant means of generating new capital for industry and 

informs his customer that he has been “‘stopped”’ at 40 that a necessary part of any underwriting is a “stabilizing 

3/8. (If then a market sell order is represented in the bid’. Currently, this stabilizing bid is entered at a price 

Crowd, the public buy order could be executed at 40 1/8, which is below the current market (i.e. ‘‘“minus or zero 

or 1/4 better than had it been executed at the 40 3/8 offer. minus” ticks) so that it is not possible for potential 

Also, the sell order is executed at a price 1/8 higher than “short” sellers to bombard such a bid. However, following 

the original bid of 40.) a single sale at the stabilizing bid, the ‘“‘zero minus” ex- 
emption contained in the Uniform Rule would allow a | 

However, suppose, after the specialist grants a stop at 40 specific category of market professionals to sell stock 

3/8, a transaction which occurred off the Exchange is “short” into the stabilizing bid, thus causing the bid to be 

printed on the tape at a price of 40 1/2. At that point the unacceptably costly for the underwriter to maintain. We 

specialist would be unable to fulfill his guarantee to exe- are enclosing a copy of the letter received by us from 

cute the order he “stopped” at 40 3/8, for to do so would Merrill Lynch, Pierce, Fenner & Smith, Inc. which dis- 

require him to sell stock short on a “minus” tick. cusses this point further. 


For example, assume the last sale reported on the tape was 


40, that the current market on the Exchange is 40 bid, LATE TAPE 
offered at 40 1/8, and that the offer represents a 1,000- 
share short order entered by a public customer. After the As indicated above, the tape is always “‘late’’ in the sense 
customer has been informed of the current quotation, and that there is some time gap between execution and the 
the fact that it is his offer, a print at 40 1/4 appears on the print of that execution appearing on the tape. Some of the 
consolidated tape, representing a transaction on a regional problems that could arise under the Uniform Rule as a 
exchange. The specialist now has to reoffer the customer’s result of this inherent delay have been pointed out above. 
short order at 40 1/4, a “‘zero plus” price insofar as the Another type of tape lateness (and the one ordinarily 
consolidated tape is concerned, and, assuming there was a thought of when the term is used) occurs whenever trans- 
1,000 share “‘long”’ offer to sell at that price, the specialist actions are occurring on the Exchange too rapidly for the 
(under Exchange Rule 123A.71) would have to put the tape to print as received and remain readable to the viewer. 
short behind this order. Another order is then represented Active market conditions can result in “tape lateness” of 
in the Crowd to sell long 1,000 shares at 40 1/8, and such this nature of several minutes. During the pilot phase of 
order is executed at that price when a buyer of 2,000 the consolidated tape, reports received from non-Exchange 
shares enters the market. This buyer then fills the balance markets are to be introduced into the stream of prices be- 
of his order by purchasing the 1,000 shares offered long at ing reported on the tape as received, regardless of any con- 
40 1/4 (ahead of the short order). ventional “tape lateness” insofar as Exchange transactions 
are concerned. Consequently, in periods of Exchange tape 
The customer who had been told that it was his offer at 40 lateness of five minutes, for example, a report of a current 
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trade received from a regional exchange will be immedi- 
ately printed and will appear on the tape intermingled with 
transactions which occurred on this Exchange at least five 
minutes earlier. Under the new short selling rule this addi- 
tional problem which could frequently arise during Phase 

| could have calamitous effects. 


Similar problems, of course, may occur whenever there is 
unusual activity in a given stock though the tape as such 

is not late in the conventional sense. A large number of 
transactions in a given stock in a short space of time may 
result in significant tape delay as to the prints of transac- 
tions in that stock only. This situation will also lead to 
problems of the type discussed above. In all of these situa- 
tions professionals on the floor will know what the real 
market is actually doing in advance of the historical print- 
ing of that activity on the tape. Because the Uniform Rule 
relies upon the tape and not upon the actual state of the 
market, these professionals may be able to profit from their 
advantage. 


DEALING IN SIZE 


The Exchange has fashioned rules covering block position- 
ing firms, recognizing that such firms form a useful market 
function in handling large transactions when such trans- 
actions might be disruptive to the normal auction market 
process. Indeed, as the Commission recognizes, the activi- 
ties of block positioners are most often competitive to 
third market makers insofar as large institutional orders 
are concerned. However, the Uniform Rule places block 
positioning firms at a distinct competitive disadvantage. 
This is so because unlike block positioners, third market 
makers may fill customers’ orders by shorting stock for 
their own account on a zero minus tick. 


SPECIALIST COMPETITIVE DISADVANTAGE 


Exchange Rule 104.10(5)(c) which was enacted at the 
strong request of the SEC, restricts specialists while es- 
tablishing or increasing positions from supplying all or 
substantially all of the stock bid for on the book at a 

price equal to the last sale; and when a substantial amount 
of stock is bid for at a price equal to the last sale, from 
supplying more than 50% of the stock bid for. According- 
ly, while the zero minus exemption in the Uniform Rule 
was enacted supposedly so that the market makers can be 
on equal footing with each other, this Exchange rule 
(urged by the Commission) restricts the specialist from 
being on an equal competitive footing. 


ZERO MINUS SELLING 


It appears that the zero minus exemption as drafted in 
the Uniform Rule allows exchange market makers and 
qualified third market dealers to execute their zero minus 
short sales on this Exchange. This could, in effect, allow 
them to sell short securities here which the Exchange 
specialist might have to take pursuant to their affirmative 


market obligations. This would certainly appear to be a mis- 


use of the exemption as intended. 


AUTOMATICALLY EXECUTED TRADES 


There is one unique category of transactions which will 
be reported on the consolidated tape and thus will, under 
the Uniform Rule, govern or restrict short sales at any 
given time. These are automatically executed round-lot 
transactions such as those effected in the Pacific Stock 
Exchange’s Comex System. As we understand it, Comex 
trades are often executed at computer derived prices 
which are based upon last sale prices subsequently ap- 
pearing on this Exchange’s ticker tape. These trades, 
though artifically priced and not effected in an auction 
market setting, could nevertheless have an impact on short 
sales in all markets. 


ODD LOT ORDERS 


On this Exchange odd-lot orders used to be executed man- 
ually by odd-lot brokers located at each respective post 

on the trading Floor. With the strong encouragement of the 
Commission, an automated system was developed for the 
handling of odd-lot orders. That system is now in opera- 
tion and is familiar to the Commission. 


Exchange Rule 435(6), in effect, makes applicable to odd- 
lot short sales effected on this Exchange the Commission’s 
short sale rule, as previously in effect, notwithstanding the 
exemption for odd-lots which was contained in that rule. 

The odd-lot automation system provides for the execution 
of odd-lot short sell orders in accordance with these rules. 


Rule 124, which appears below, in pertinent part, specifi- 
cally sets forth how odd-lot short orders shall be executed: 


“‘A market order to sell marked ‘short’ shall be filed at the 
price of the first transaction which is higher than the last 
different round-lot price, minus the differential.” 


* * . . 


“The effective transaction for a limited order to sell 
marked ‘short’ shall be the first round-lot transaction 
which is above the specified limit by the amount of the 
applicable differential, or by a greater amount, and which 
is also higher than the last different round-lot transaction 
(a ‘plus’ or ‘zero-plus’ tick). The order shall be filled at the 
price of the effective transaction, minus the differential.” 


Rule 124 specifies the price at which an odd-lot order shall 
be executed. However, under the Uniform Rule, there 
would be occasions when a short sale could not be executed 
at the price specified in Rule 124, because it would be in 
violation of the Rule. For example, assume that the last 
sale on this Exchange was 29 on a “‘minus” tick. An odd- 
lot order to sell short received in the computer would be 
automatically priced and, under today’s rule, executed at 
the price of the first succeeding transaction received by 
the computer at 29 1/8 or above. If the next sale on this 
Exchange takes place at 29 1/4, the odd-lot order, under 
today’s rule, would receive 29 1/4, minus one-eighth. 
However, under the Uniform Rule, an odd-lot short order 
which the computer priced at 29 1/4 (based on the next 
transaction on this Exchange), could not be executed if 
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the last sale appearing on the consolidated tape was above 
a price of 29 1/4. 


It is the Exchange’s feeling that the pricing and execution 
of odd-lot orders should continue in the present manner 
without regard to transactions occurring in other markets. 
In order to adapt a computerized system to prints reflect- 
ing transactions in other markets, just to be able to exe- 
cute off-lot short sell orders in accordance with the Uni- 
form Rule, would be a complicated and costly program- 
ming change and, we believe, unjustified. 


Moreover, if the price at which odd-lot short orders are 
executed are to be based on prints appearing on the con- 


solidated tape, Exchange Rule 124 would have to be amend- 


ed. Situations would occur where an odd-lot short order 
would be executed at a price completely out of line with 
current round-lot prices on the Exchange. For example, if 
a stock on this Exchange was quoted 40 bid, offered at 
40 1/8, and a sale appeared on the tape at 39 5/8, ona 
plus tick, representing a transaction in another market, 
odd-lot short orders to sell at the market would be exe- 
cuted at 39 5/8 (minus a one-eighth point differential), 
even though the current quote on the Exchange was 40 - 
1/8 and the next transaction would be at one of these 
prices. 


A further complication would arise with respect to the 
odd-lot dealer’s offsetting transactions in the round-lot 
market. The computer is programmed to generate off- 
setting orders based on position guidelines for each in- 
dividual issue. The computer would have to be re- 
programmed since the price at which the odd-lot dealer 
was buying stock from his odd-lot customers might bear 
no relationship to the Exchange market in which he would 
be effecting his offsets. However, this would not be realis- 
tic. The odd-lot dealer is a dealer on this Exchange only 
and does not have the ability to offset in another market. 
Therefore, it is the Exchange’s feeling that their executions 
and their offsets must be based on what is occurring on this 
Exchange. 


Additional problems arising under the Uniform Rule as 
related to the market on this Exchange undoubtedly exist, 
but we believe the foregoing makes clear our conviction 
that the Rule is unworkable as applied to this market- 
place. We are convinced that if the Rule should neverthe- 
less be forced upon us, the results will be extremely un- 
fortunate. 


In order for the consolidated tape to commence as 
scheduled under a meaningful and appropriate short selling 
rule effective in all markets, the Exchange strenuously 
urges the following approach: 


All transactions taking place on this Exchange, whether 

in the round-lot or in the odd-lot market, would be ex- 
empted from the Uniform Rule. Short sales on this Ex- 
change which take place following introduction of the con- 
solidated tape would continue to be governed by the 

rules which governs short sales on this Exchange today. 


In order to assure that Phase | of the consolidated tape 
provides a meaningful test, this Exchange continues to 
feel that it is absolutely essential for an appropriate short 
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selling rule to be in place in all markets. Consequently, 
we would suggest that all markets other than this Ex- 
change might be governed by the Uniform Rule. As we 
pointed out above, the regional exchanges’ present opera- 
tions are structured in large part in a way which integrates 
this Exchange's ticker tape; consequently, it may not cre- 
ate any significant problems if these exchanges are govern- 
ed by the Uniform Rule. The over-the-counter market, 
since it will be governed for the first time by a short sell- 
ing rule, can presumably adapt to the Uniform Rule as 
easily as it can to any other proposal. 


On the other hand, the Exchange would not object to a 
short selling rule, applicable in other markets only, which 
would govern or restrict short sales in any such market on 
the basis of the last sale which takes place in that market, 
if this approach is felt to be appropriate. 


Insofar as the short selling rule applicable to markets other 
than this Exchange is concerned, we would not object if 
an exemption along the lines of the exemption included 
in (d)(5) of the Uniform Rule is provided, thereby per- 
mitting bona fide market-makers which have an affirma- 
tive obligation to their markets to sell short in the mar- 
ket in which they are registered on zero minus ticks. As 
we have pointed out to the Commission Staff, the Ex- 
change does not believe that the zero minus short sale 
exemption should be provided for specialists on this Ex- 
change. We consider that any such exemption would be 
contrary to the public interest in that it would permit 
specialists to sell short at a time when, and at a price 
which, short sales by public customers would be pro- 
hibited. This Exchange recognizes that providing a zero 
minus short sale exemption for market-makers in other 
markets, while no such exemption is available to specialists 
on this Exchange, might prove with experience to be un- 
acceptable and in this case we will want to discuss this 
matter further with the Commission. For the present, 
however, we would have no objection should the Com- 
mission decide to provide a zero minus short sale ex- 
emption for such other market-makers. In no event should 
any such zero minus short sale exemption permit the mar- 
ket-maker to sell short for his own account on this Ex- 
change. In addition, we would urge that no such exemp- 
tion should permit a market-maker to hit a stabilizing bid 
by selling short on a zero minus tick. 


We respectfully urge the Commission to take the action 
requested in this letter so that we can go forward with 
the consolidated tape as scheduled. We would, of course, 
be happy to discuss this matter further with the Commis- 
sion or its staff at any time. 


Sincerely yours, 
(signed) Francis J. Palamara 
Francis J. Palamara 
cc: Commissioners: 
Philip A. Loomis, Jr. 
John R. Evans 


A. A. Sommer, Jr. 
Irving M. Pollack 
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Lee Pickard 
Robert Lewis 
Sheldon Rappaport 
Andrew Klein 


Messrs.: 


1/ See Part 2 Report of the Special Study of Securities 
Markets, Chapter VI, Page 251. 


Merrill Lynch, Pierce, 
Fenner & Smith inc. 


October 8, 1974 


Mr. Barry Witts 

New York Stock Exchange 
11 Wall Street/11th Floor 
New York, New York 10005 


Re: Adoption of Amendments to Rules 3b-3, 10a-1 and 
10a-2 under the Securities Exchange Act of 1934 


Dear Mr. Witts: 


Merrill Lynch has concluded its review of the aforemen- 
tioned rules and wishes to offer the following comments 
and observations. It is the opinion of Merrill Lynch that the 
amendments present potential difficulties in two significant 
areas. Of foremost concern to Merrill Lynch are the poten- 
tially dangerous situations which could place public cus- 
tomers at a disadvantage relative to professional market 
makers. 


The rules, as amended, would allow a specialist, registered 
exchange market maker or Qualified Third Market Maker 
(hereinafter ‘““market maker’’) rights in the area of short 
selling which are not available to the public customer. 
Specifically, the amended rules would allow bids to be 

hit on minus ticks by a market maker for the purpose of 
equal price protection between marketplaces. The attain- 
ment of this result, however, may create serious problems 
to the investing public. For example, if a market maker 
has been informed of a large block for sale, a trade in 
another market may allow him to short the only sizable 
bid in the marketplace on a straight minus or a zero minus 
basis. The large block would still be unsold and it is pos- 
sible that its eventual sale may be to the market maker 
who is covering his short sale at a lower level. Such a sit- 
uation would not only give rise to a potential undue profit 
by the market maker but it would also be necessary for 
the marketplace to absorb two sellers where only one 
would have legally existed prior to the modification of the 
rules. In addition, the above abuse could be worsened if 
market makers acting in concert were permitted to artifi- 
cally depress the price of a stock. 


The amended rules may also work to the detriment of 
public customers who, for legitimate tax reasons, wish to 
make short sales in order to go short against the box. If a 
market maker is permitted to force down the price of a 
stock by making short sales on minus ticks, the public 
customer will have more difficulty in effecting a short 
sale against the box and may only be able to do so at an 


artifically low price. 








In addition to the aforementioned problems, it is our opin- 
ion that the amended rules may be detrimental to the in 
terests of the brokerage community by serving to cause 
confusion as to the time and place of executions. Certain- 
ly customers have the right to know why short sales in a 
particular stock were not effected for them while the con- 
solidated tape shows that short sales did in fact take place 
(by a market maker). The brokerage community would 
thus not only be required to incur the displeasure of its 
customers and spend additional time and expense in 
answering the legitimate questions of the public, but, 
would also have to attempt to repair the further erosion 
of the public’s confidence in the securities’ marketplace. 


The amended rules will also cause problems to a broker/ 
dealer in the area of syndicate management during an 
underwriting. A market maker will now be able to sell 
short into a legitimate syndicate stabilization bid regard- 
less of the structure of the last sale. This would present a 
speculator with an opportunity to significantly interfere 
with the orderly distribution of the underwriting and 
cause the syndicate and the investing public serious 
economic hardship. It is also possible that a market mak- 
er, if it chooses, could first manufacture a sale below the 
syndicate bid and then manufacture a second sale at the 
syndicate bid which would show on the consolidated 
tape as a plus tick thereby permitting short selling into 
the syndicate bid by anyone. Such a situation would also 
serve to destroy the orderly distribution of the underwrit- 
ing and increase the financial risk of both the investing 
public and the syndicate. 


The basic purpose of a stabilizing bid is to permit the 
orderly distribution of a public offering. This purpose 
could be accomplished by ML’s recommended modifica- 
tion to the amended rules. It is recommended that the 
Exchange and the Commission consider a prohibition 
against any short selling in a security by any person (in- 
cluding market makers) during the time that a stabilizing 
bid in such security is in effect as long as the last sale in 
the security represents a minus tick. Since the stabilizing 
bid is usually of short duration, the market makers should 
not be severely inconvenienced by this restriction. In the 
alternative, it is recommended that no transaction on any 
market comprising part of the consolidated tape be made 
on a price below the stabilizing bid regardless of the struc- 
ture of the transaction while the stabilizing bid is in effect. 
The stabilizing bid under this recommendation would be 
reported on the consolidated tape at the time it goes into 
effect, when it is lowered and when it is released. 


Merrill Lynch has long been an advocate of the Commis- 
sion’s proposed central market system. In addition, it is 
the opinion of Merrill Lynch that the uniform short sale 
legislation serves an important function in the regulation 
of those members of the brokerage community which 
heretofore have been unregulated. It is our further opin- 
ion, however, that the adopted legislation, as noted above, 
does not adequately deal with many potential problems. 
In addition, therefore, to our recommendations concern- 
ing syndicate bids (which were only intended to discuss 
the further amendment of the amended short sales rules 
as they effected the syndicate area), it is our further re- 
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commendation that the Exchange and the Commission 
discuss modification of all the amended rules prior to their 
effectiveness. It is also ML’s recommendation that a uni- 
form short sale rule for all members of the brokerage com- 
munity be enacted which retains the basic provision that 
short sales may only be made on up ticks. In the alterna- 
tive, in the interest of equalization between markets, it is 
recommended that if market makers may effectuate short 
sales on minus ticks then such sales should be in an amount 
of no more than the accepted unit of trading in the particu- 
lar security. 


If you have any questions concerning this matter, please do 


not hesitate to contact either Michael Lurie or George Bram- 


well of our Law Department. 
Very truly yours, 
(signed) Thomas J. Cassady 


Thomas J. Cassady 
Executive Vice President 
/aew 
CC: Mr. Robert C. Lewis, Associate Director 
Division of Market Regulations 
Securities & Exchange Commission 

500 North Capitol Street 

Washington, D. C. 20549 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11052/October 16, 1974 


Admin. Proc. File No. 3-3553 
In the Matter of 


RUSSELL & SAXE 
One Exchange Place 
Jersey City, New Jersey 


(8-3199) 


RUSSELL SAFFERSON 
BERNARD PARKER 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


Russell & Saxe, a registered broker-dealer (‘‘registrant’’), 
Russell Safferson, who was a general partner of registrant, 
and Bernard Parker, who was a registered representative 
of registrant, have submitted offers of settlement which 
the Commission determined to accept. Without admitting 
or denying the allegations in the order for proceedings, 
respondents consent to the findings and the sanctions set 
forth below. 
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On the basis of the order for proceedings and the offers of 
settlement, it is found that: 






1. During the period from July through October 1969 
registrant and Safferson willfully violated Sections 5(a) 
and 5(c) of the Securities Act in that they offered, sold 
and delivered securities when no registration statement 
under that Act had been filed or was in effect as to those 
securities. 1/ 






2. During 1969 and 1970 registrant and Safferson will- 
fully violated the antifraud provisions of Section 17(a) 
of the Securities Act and Section 10(b) of the Exchange 
Act and Rule 10-5 thereunder, in that as principals they 
offered to sell securities to customers at excessive and un- 
reasonable prices and to buy securities from customers 
at unreasonable prices. 


3. During 1969 registrant and Parker willfully violated 
the above-cited antifraud provisions of the securities acts 
in connection with transactions in the stocks of Frasure 
Hull, Inc. and Control Metals Corporation. They made 
false and misleading statements concerning a prospective 
increase in the prices of those securities, the investment 
merits of such securities, the financial condition, business 
activities, earnings and prospects of the two issuers, and 
the available information concerning them. 


4. During the period from December 1969 through Au- 

gust 1970 registrant, willfully aided and abetted by Saffer- 
son, willfully violated Section 7(c)(1) of the Exchange Act 
and Regulation T promulgated thereunder by the Board of 
Governors of the Federal Reserve System, in that they 
improperly extended, maintained and arranged for credit 

to and for customers. 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions specified in the offers of settlement. 


Accordingly, 1T 1S ORDERED that the broker-dealer 
registration of Russell & Saxe be, and it hereby is, revoked, 
and it is further 


ORDERED that Russell Safferson be, and he hereby is, 
barred from being associated with any broker, dealer, in- 
vestment company or investment adviser, provided that 
after two years he may apply to the Commission for per- 
mission to become so associated in a non-supervisory and 
non-proprietary capacity; and it is further 


ORDERED that Bernard Parker be, and he hereby is, sus- 
pended from being associated with any broker or dealer 
for 30 days, effective as of October 31, 1974. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The securities in question were the common stocks of 
Compu Reader, Inc.; Cyclo Shine Corp.; Detroit Gray Iron 
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and Steel Foundries; Halbern Industries, Inc. and |.A.N. 
Marine Corp. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11053/October 16, 1974 


The Securities and Exchange Commission has issued an 
order granting the application of the following stock ex- 
changes for unlisted trading privileges in the common 
stock and other indicated securities of the specified com- 
panies: 


CINCINNATI STOCK EXCHANGE 
The Coca-Cola Company 
E| Paso Company 
Nationai Airlines Incorporated 
Olin Corporation 
Olinkraft, Incorporated 


BOSTON STOCK EXCHANGE 
Ara Services, Inc. 
Day Mines, Inc. 
Diamond Shamrock Corp. 
First International Banchares, Inc. 
First Pennsylvania Corp. 
Ideal Basic Industries, Inc. 
Purolator, Inc. 
Rexham Corp. 
Continental Illinois Realty 
(Shares of beneficial interest) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11054/October 16, 1974 


The Securities and Exchange Commission announced that 
the temporary suspension of exchange and over-the-coun- 
ter trading in the securities of Avis, (‘’Avis’’) Inc. of Garden 
City, New York, will terminate at midnight (EDT) on 
October 16, 1974. 


The Commission suspended trading in the securities of 

Avis on October 1, 1974 because of unsubstantiated rumors 
concerning the possible purchase of International Telephone 
& Telegraph Corporation's (“I TT’’) majority interest in 
Avis. Since that time, 1 TT has announced that it is con- 
tinuing exploratory discussions for the sale of its 52% 
ownership of Avis with prospective purchasers, including 
UAL, Inc., but that the sale of its remaining Avis owner- 
ship is not imminent. ITT has stated its intention to discuss 
the sale of its Avis ownership with any responsible party 
and that it would accept any offer acceptable to the ma- 
jority of Avis public shareholders. ITT has also submitted 
to the Justice Department a plan whereby its Avis stock 
would be disposed of through the issuance of subordinated 
debentures convertible into Avis stock and is discussing 


this plan as well as other alternatives with the Justice De- 
partment. ITT was required to dispose of its interest in 
Avis by September 24, 1974 as the result of a consent 
decree ITT entered into with the Justice Department in 
1971. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should consider care- 
fully the foregoing information along with all other cur- 
rently available information and any information subse- 
quently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker 
or dealer has any questions as to whether or not he has 
complied with said rule, he should not enter any quota- 
tion but immediately contact the staff of the Securities 
and Exchange Commission, Division of Enforcement in 
Washington, D. C. If any broker or dealer is uncertain as 
to what is required by Rule 15c2-11, he should refrain 
from entering quotations relating to the securities in ques- 
tion until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation which 
is in violation of said rule, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11055/October 16, 1974 


The Securities and Exchange Commission has ordered 
administrative proceedings under the Securities Exchange 
Act of 1934 (“Exchange Act’’) involving officers and a 
principal of a broker-dealer formerly registered with the 
Commission. Named as respondents are Ronald J. Mar- 
rocco, President; Joseph P. McStowe, Vice-President and 
Lester Glickman, an undisclosed principal of the broker 
dealer. 


These proceedings are based upon allegations of the Con 
mission Staff that the respondents wilfully aided and 
abetted violations of the antifraud provisions of the Ex 
change Act by the broker-dealer which conducted busi 
ness with the public at a time when it was insolvent and 
unable to consummate orders for the purchase of securi 
ties and was unable to make delivery of securities ordered 
and purchased by customers. 


Furthermore the order for proceedings alleges that the 
respondents wilfully aided and abetted violations of 

the Net Capital and Bookkeeping provisions of the Ex- 
change Act. An additional basis for the hearing arises from 
the fact that on April 24, 1972 the United States District 
Court for the District of Massachusetts appointed a trustee 
for the broker-dealer pursuant to Section 5(b) of the Se- 
curities Investor Protection Act of 1970. 


A hearing will be scheduled by further order to take 
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evidence on the staff allegations and to afford respondents 
an opportunity to offer any defense thereto, for the pur- 
pose of determining whether the allegations are true and, 
if so, whether any action of a remedial nature should be 
ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11056/October 17, 1974 


NOTICE OF SUSPENSION OF AMENDMENTS TO 
RULES 10a-1 and 10a-2 UNDER THE SECURITIES 
EXCHANGE ACT OF 1934 


File No. S7-515 


The Securities and Exchange Commission announced to- 
day that it was temporarily suspending the effectiveness, 
pending further consideration, of recently adopted amend- 
ments to Rules 10a-1 and 10a-2 under Securities Exchange 
Act of 1934 (the ‘‘Act’’) 1/ which governed short sales in 
securities included in the consolidated transaction report- 
ing system declared effective pursuant to Rule 17a-15 
under the Act. These amendments had modified the Com- 
mission’s short selling regulations by prohibiting short sales 
in such securities below the price of the last sale (a ‘‘minus 
tick’) or at the last sale if the preceding different sale was 
at a higher price (a ‘‘zero-minus tick’’) in relation to last 
sale reported in the consolidated transaction reporting sys- 
tem. Prior to the adoption of the amendments, Rule 10a-1 
prohibited short sales effected on a national securities ex- 
change on a minus tick or zero minus tick in relation to 
last sale effected on such exchange. The Commission is 
taking this action in response to representations made to 
the Commission by certain self-regulatory organizations 
that numerous mechanical and operational difficulties 
exist in the implementation of the proposed amendments. 


The Commission also announced that reporting participants 
in Phase | of the consolidated transaction reporting system 
who effect over-the-counter transactions in listed securities 
(“third market pilot participants’’) have agreed to comply, 
during the eighteen week pilot phase of the consolidated 
transaction reporting system, with the following provision: 


No third market pilot participant shall effect a short 
sale in a security which is included in reporting dur- 
ing Phase | of the consolidated transaction reporting 
system declared effective pursuant to Rule 17a-15 
under the Securities Exchange Act of 1934 below 
the last sale in such security, or at the last sale if the 
preceding different sale was at a higher price, effected 
by such third market maker; provided, however, that 
such third market maker may effect a short sale in 
such security if such sale is necessary to equalize the 
price of such security in its market with the last price 
of such security reported in the consolidated transac- 
tion reporting system. 


The Commission announced also that it intends to recon- 
sider the amendments to Rules 10a-1 and 10a-2 referred to 
above in the immediate future. Among other things, the 
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Commission intends to consider whether the so-called 
“equalizing exemption” currently available for short sales 
effected on the nation’s regional exchanges should be mod 
fied. That exemption, before the adoption of the referred 
to amendments, was available for a short sale by any per 
son effected on a regional exchange in accordance with its 
terms. The amendments, as they applied to the regional 
exchanges, would have limited that exemption to short 
sales effected by registered specialists and market makers 
on those exchanges. 


Interested persons should note that the action taken today 
by the Commission means that short sales effected on na- 
tional securities exchanges must be effected in accordance 
with the terms of Rule 10a-1 as it existed prior to the 
amendments adopted on September 27, 1974. The Com- 
mission will announce shortly the extent, and nature of, 
its reconsideration of the amendments. The amendment to 
Rule 3b-3 under the Securities Exchange Act adopted also 
on September 27, 1974 is unaffected by today’s action. 


By the Commission. 
George A. Fitzsimmons 
Secretary 


1/ Securities Exchange Act Release No. 11030 (Septem- 
ber 27, 1974). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11057/October 18, 1974 


Admin. Proc. File No. 01-9-1 


In the Matter of 


WABASH RAILROAD COMPANY 
(81-160) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Wabash Railroad Com- 
pany, (“‘Wabash’’) an Ohio corporation, and Norfolk and 
Western Railway Company (“N&W”’), pursuant to 12(h) 
of the Securities Exchange Act of 1934, as amended 
(‘‘Act’’) for an exemption from the provisions of Section 
14(c) of the Act, for and in connection with any annual 
or other meeting of the stockholders of Wabash at which 
the only actions to be taken are the election of directors 
and/or such other action as does not directly or indirect- 
ly affect the interest of the holders of the Preferred Stock 
of Wabash. This order is subject to conditions and is to 
remain in effect during the second and any subsequent 
eight-year renewal terms of the lease between Wabash 
and N&W dated as of March 1, 1961 (‘‘Wabash Lease”’) 
so long as: 
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a. There is no default in payment of an annual dividend of 


$4.50 per share on Applicant’s outstanding Preferred Stock. 


b. There is no substantial modification or termination of 
the Wabash Lease. 


It appeared to the Commission that the requested exemp- 
tion is not inconsistent with the public interest or protec- 
tion of investors since all of the properties of Wabash are 
operated by N&W under the Wabash Lease; N&W owns 
99.68% of the Wabash common stock outstanding; and 
each year Wabash sends to its stockholders the notice of 
annual meeting, a copy of its customary financial state- 
ments, and a copy of N&W’s annual report to its stock- 
holders. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11058/October 18, 1974 


Admin. Proc. File No. 3-4415 
In the Matter of 


JONATHAN LOGAN OVERSEAS DEVELOPMENT 
CORPORATION 


File No. 1-5840 
(81-142) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Jonathan Logan Over- 
seas Development Corporation (‘‘Applicant’’), a wholly- 
owned subsidiary of Jonathan Logan, Inc. (‘‘Logan’’), 
pursuant to Section 12(h) of the Securities Exchange Act 
of 1934, as amended (*‘Act’’) for an exemption from the 
provisions of Section 13 of the Act. This order is subject 
to conditions and will remain in effect so long as: 


(1) Applicant files with the Commission current reports 
on Form 8-K under the Act disclosing any material change 
in the legal rights of the Debentureholders from those 
rights recited in the application; 


(2) Applicant files with the Commission current re- 
ports on Form 8-K under the Act disclosing any material 
change in the trading activity in the Debentures; and 


(3) The Commission reserves jurisdiction to reconsider the 
exemption in the event of any material change in the facts 
recited in the application presently on file with the Com- 
mission or in the event that changes take place in the Com- 
mission’s rules and regulations of disclosure by Section 
12(b) companies. 


It appeared to the Commission that the requested exemp- 
tion is not inconsistent with the public interest or protec- 





tion of investors since Applicant was organized for the 
principal purpose of obtaining funds for Jonathan Logan, 
Inc. (““‘Logan’’) in the Euordollar market for the capital 
requirements of Logan’s international operations; there 
being no trading of the Applicant's Debentures on the New 
York Stock Exchange; that holders of the Debentures hav- 
ing the benefit of the disclosure and reporting requirements 
of the Act as applied to Logan, as well as the concur- 

rence of the New York Stock Exchange in the application; 
and that such Debentures are guaranteed by Logan. (Rel. 
34- }, 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11059/October 18, 1974 


Admin. Proc. File No. 3-4545 
In the Matter of 


BUFFUMS’ 
Long Beach, California 


(81-163) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Buffums’, a California 
corporation, pursuant to Section 12(h) of the Securities 
Exchange Act of 1934, as amended (“the Act”) for an 
exemption from the provisions of Section 15(d) of the 
Act. This order is subject to the condition and will remain 
in effect so long as each class of Buffums’ securities has 
fewer than 300 holders of record. 


It appears to the Commission that the requested exemp- 
tion is not inconsistent with the public interest or the 
protection of investors since Buffums’ has fewer than 100 
record holders of its common stock, 2 record holders of 
its 5%% Convertible Subordinated Debentures due 1976, 
and 8 record holders of its 6% Convertible Subordinated 
Debentures due 1982; and since a trading market does not 
exist for any class of Buffums’ securities and development 
of such a market in unlikely. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11060/October 18, 1974 


Admin. Proc. File No. 3-4544 


In the Matter of 


CUTTER LABORATORIES, INC. 
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(File No. 81-161) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Cutter Laboratories, Inc. 
(‘Cutter’’) a Delaware corporation, pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as amended 
(‘‘the Act’’) for an exemption from the provisions of 
Section 15(d) of the Act. This order is subject to the con- 
dition and will remain in effect so long as Cutter has fewer 
than 300 holders of record. 


It appears to the Commission that the exemption is not in 
consistent with the public interest or the protection of in- 
vestors since Cutter has only one record holder of its com- 
mon stock and since a trading market does not exist for 
Cutter’s securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11061/October 18, 1974 


NOTICE OF COMMISSION ACTION DECLARING 
EFFECTIVE AN AMENDMENT TO THE CONSOLI- 
DATED TAPE PLAN 


The Securities and Exchange Commission announced that 
it has sent to the sponsors of the consolidated tape plan 
filed pursuant to Securities Exchange Act Rule 17a-15 
and declared effective as of May 17, 1974, a letter de- 
claring an amendment to the plan effective as of October 
18, 1974. The amendment describes the rules developed 
by the National Association of Securities Dealers, Inc. to 
govern the reporting of last sale prices by those of its 
members which will be participants in the pilot phase 
(Phase |) of the consolidated tape scheduled to begin 
October 18, 1974. 


The text of the letter follows: 


American Stock Exchange, Inc. 

Midwest Stock Exchange, Inc. 

National Association of Securities Dealers, Inc. 
New York Stock Exchange, Inc. 

Pacific Stock Exchange, Inc. 

PBW Stock Exchange, Inc. 


Dear Sirs: 


This is in response to the filing by you with the Commission 
of an amendment to the consolidated tape plan, filed pur- 
suant to Rule 17a-15 under the Securities Exchange Act 

of 1934 and declared effective by the Commission as of 
May 17, 1974, describing the rules developed by the Na- 
tional Association of Securities Dealers, Inc. (““NASD’’) to 
govern the reporting of last sale prices by those of its mem- 
bers which will be participants in the pilot phase (‘‘Phase 
\’’) of the consolidated tape scheduled to begin October 
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18, 1974. The amendment further provides that, prior to 
the commencement of Phase I! of the plan, scheduled to 
begin February 21, 1975, the NASD will adopt rules gen- 
erally comparable to those which it has adopted for pur- 
poses of Phase | and that, when adopted, a description of 
such rules will be filed as a further amendment to the 
plan. 


After a review of the amendment to the plan, the Com- 
mission is of the view that the amendment and the NASD 
rules described therein represent with respect to the im- 
plementation of Phase | an appropriate method for the 
reporting of third market transactions on the consolidated 
tape; therefore, having due regard for the maintenance of 
fair and orderly markets, the public interest and the pro- 
tection of investors, the Commission hereby declares the 
amendment to the consolidated tape plan effective as of 
October 18, 1974. 


By the Commission. 
Sincerely yours, 


George Fitzsimmons 
Secretary 


For the Commission. 


George A. Fitzsimmons 
Secretary 








HOLDING COMPANY ACT 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18600/October 10, 1974 


In the Matter of 


WEST PENN POWER COMPANY 
800 Cabin Hill Drive 
Greensburg, Pennsylvania 15601 


(70-5558) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that West Penn Power Com- 
pany (‘West Penn”’), an electric utility subsidiary com- 
pany of Allegheny Power System, Inc., a registered hold- 
ing company, has filed an application-declaration with 
this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 6 
and 7 of the Act and Rule 50 promulgated thereunder as 
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applicable to the proposed transactions. All interested per- 
sons are referred to the application-declaration, which is 
summarized below, for a complete statement of the pro- 
posed transactions. 


West Penn proposes to issue and sell up to $40,000,000 
aggregate principal amount of its first mortgage bonds 
(“Bonds’’) in one or more series to mature not more than 
30 years from date of issue. The Bonds will be sold pursu- 
ant to the competitive bidding requirements of Rule 50 
and the interest rate (which shall be a multiple of 1/8 of 
1%) and the price (which shall be not less than 99% nor 
more than 102 3/4% of the principal amount) will be de- 
termined by the competitive bidding. West Penn will no- 
tify prospective bidders not less than 72 hours prior to the 
time designated for the Bonds to be offered as to the ma- 
turity of the Bonds. 


West Penn states that in the event market conditions or 
other conditions make competitive bidding impractical 
or undesirable, it may request by amendment to its ap- 
plication-declaration, that the sale of the Bonds be ex- 

cepted from the competitive bidding under the require- 
ment of Rule 50. 


Proceeds from the sale of the bonds together with other 
funds which may become available to West Penn will be 
used to pay or prepay short-term borrowings incurred for 
West Penn‘s construction program (it is expected that up 
to $43,000,000 of short-term loans will be outstanding 
when the bonds are to be issued), to invest in a subsidiary 
company to enable it to purchase a coal mine (subject 

of this Commission’s File No. 70-5519), to pay $12,- 
500,000 of West Penn’s 3% First Mortgage Bonds, Series 
L, which matured on May 12, 1974 and for West Penn's 
construction program. 


Fees and expenses to be incurred in connection with the 
proposed transaction are to be supplied by amendment. It 
is stated that the bonds must be registered with the Penn- 
sylvania Public Utility Commission and that no other state 
commisseon and no federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 5, 1974, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration which he 
desires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy 
of such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon the applicant-declar- 


ant at the above-stated address, and proof of service (by affi- 


davit or, in case of an attorney at law, by certificate) should 
be filed with the request. At any time after said date, the 
application-declaration, as filed or as it may be amended, 
may be granted and permitted to become effective as pro- 
vided in Rule 23 of the General Rules and Regulations pro- 
mulgated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem ap- 


propriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18601/October 11, 1974 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 

NEW ENGLAND ENERGY INCORPORATED 
20 Turnpike Road 

Westborough, Massachusetts 01581 


(70-5543) 


NOTICE OF PROPOSED ACQUISITION OF ENERGY 
SUBSIDIARY COMPANY COMMON STOCK BY HOLD- 
ING COMPANY, SUBORDINATED LOANS BY HOLD- 
ING COMPANY TO ENERGY SUBSIDIARY AND 
PARTNERSHIP ARRANGEMENT BETWEEN ENERGY 
COMPANY AND UNAFFILIATED COMPANY TO EX- 
PLORE FOR AND DEVELOP OIL AND GAS DEPOSITS 


NOTICE IS HEREBY GIVEN that New England Electric 
System (“NEES”), a registered holding company, and 

New England Energy Incorporated (‘‘NEEI”’), a newly or- 
ganized inactive company, have filed an application-declara- 
tion and amendments thereto pursuant to the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) designating Sec- 
tions 6(a), 7, 9(a), 10, and 12 of the Act and Rules 43 and 
45(a) promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the appli- 
cation-declaration, as amended, which is summarized be- 
low, for a complete statement of the proposed transactions. 


It is stated that NEES has caused a new energy company, 
NEEI, to be formed and that NEES proposes to acquire 

all of the common stock of NEEI issued from time to time. 
As a subsidiary of NEES, NEEI is proposed to be the 
vehicle through which NEES will conduct a variety of 
activities related to fuel acquisition for the electric utility 
companies in the NEES System. 


It is proposed that NEES and NEEI enter into a capital 
funds agreement pursuant to which NEES undertakes to 
invest a total of $20,250,000 in NEE! during the period 
ending July 31, 1976. This proposed investment will be 
through subscription by NEES for the initial issue of 
2,500 shares of common stock of NEEI at $100.00 per 
share and the purchase by NEES of subordinated notes 
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from NEEI in a total aggregate amount not to exceed 
$20,000,000. 


As an initial step in its fuel development activities, it is pro- 
posed that NEEI enter into a partnership agreement 
(“agreement”) with Samedan Oil Corporation, a wholly 
owned subsidiary of Noble Affiliates Inc., both Delaware 
corporations. The agreement will provide that the purposes 
of the partnership will be to acquire oil and gas leases, to 
conduct exploration operations in search of oil and gas, 
and upon discovery of any such oil and gas, to develop 
such properties and produce such fuels for the benefit 

of the partnership and the partners. 


It is stated that Samedan has experience in oil and gas ex- 
ploration and production and it is proposed that Samedan 
act as managing partner of the partnership. It is contem- 
plated that NEEI will generally rely on Samedan with 
respect to all operational matters. 


From the effective date of the partnership agreement 
through July 31, 1976, it is proposed that NEEI contri- 
bute $5,000,000 annually to the partnership to a maxi- 
mum amount of $10,000,000. Under the agreement, all 
partnership costs of each ‘‘Exploratory Program,” as that 
term is defined in the agreement, will be borne 2/3 by 
NEEI and 1/3 by Samedan. The difference in the propor- 
tionate share reflects compensation for Samedan’s accumu- 
lated geological and geophysical work as well as Samedan’s 
services and expertise in acting as managing partner. In- 
vestments in the development and production phases are 
to be made equally by NEE! and Samedan. 


NEEI and Samedan will each have 50% interest ownership 
and participation in the partnership. Income from the sale 
by the partnership of production of oil, gas and other min- 
erals shall be shared by the partners equally. 


Unless Samedan and NEEI agree on some other terms, 
Samedan and NEEI shall each be entitled to take in kind 
and sell one-half of the partnership production of oil, gas 
and other minerals. NEEI shall also have an option to pur- 
chase Samedan’s one-half interest in the production at the 
highest price obtainable from third parties regularly en- 
gaged in the business of producing oil on the date said oil 
is produced and delivered to NEE}. 


Consideration is being given to having NEEI assume various 
fuel procurement and inventory activities now carried on 
by other NEES subsidiary companies. Consideration is also 
being given to a proposal that NEEI be authorized to enter 
additional transactions of a nature similar to the Samedan 
partnership with partners other than Samedan. The balance 
of the $20,250,000 investment under the capital funds 
agreement (after the $10,000,000 contribution to the Sam- 
edan partnership) is proposed to be utilized for these pos- 


sible fuel procurement activities and additional transactions. 


Fees and expenses to be incurred in connection with the 
proposed transaction are estimated at $12,000 for services 
(at cost) by New England Power Service Company. It is 
stated that no state commission and no federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. 
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NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 29, 1974, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the issues 
of fact or law raised by said application-declaration which 
he desires to controvert; or he may request that he be no- 
tified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cants-declarants at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended 
or as it may be further amended, may be granted and per- 
mitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from such 
rules as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Persons 
who request a hearing or advice as to whether a hearing 

is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 





For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18602/October 15, 1974 


In the Matter of 


CONNECTICUT YANKEE ATOMIC POWER COMPANY 
Hartford, Connecticut 


(70-5522) 


ORDER AUTHORIZING PROPOSAL TO ISSUE AND 
SELL PROMISSORY NOTE PURSUANT TO A LOAN 
AGREEMENT WITH STATE DEVELOPMENT AUTH- 
ORITY TO FINANCE POLLUTION CONTROL FACILI- 
TIES; EXCEPTION FROM COMPETITIVE BIDDING 


The Connecticut Yankee Atomic Power Company (“’Connec- 
ticut Yankee”’), an electric utility subsidiary company of 
Northeast Utilities and New England Electric System, both 
of which are registered holding companies, has filed an 
application and amendments thereto with this Commission 
pursuant to Section 6(b) of the Public Utility Holding Com- 
pany Act of 1935 (‘‘Act’’) and Rule 50 promulgated there- 
under regarding the following proposed transaction. 
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Connecticut Yankee is the owner of a 575,000 kw nuclear 
electric generating plant (‘Plant’’), located at Haddam, 
Connecticut, which has been in operation since January 1, 
1968. All of the outstanding shares of Connecticut Yankee’s 
common stock are owned by eleven New England electric 
utilities. 


In order to comply with more stringent environmental 
regulations and, in particular, the standards and dose cri- 
teria limits promulgated by the Atomic Energy Commis- 
sion (““A.E.C."), Connecticut Yankee has undertaken to 
provide its Haddam plant with additional pollution control 
equipment (‘Project’). The total cost of the Project was 
originally estimated to be approximately $9,000,000, and 
authorization to finance the Project for this amount was 
previously given. (See Holding Company Act Release No. 
18164, dated November 12, 1973.) Because of unexpected 
cost overruns incurred in connection with construction of 
the Project, however, Connecticut Yankee now requires 

up to $5,000,000 in additional funds. 


The Connecticut Development Authority (“Authority”) 
is authorized under the laws of the State of Connecticut 
to assist in the planning and financing of facilities to con- 
trol environmental pollution derived from the operation 
of industry and commerce. In this connection, the Auth- 
ority may extend credit or make loans secured by loan 
agreements, and issue its bonds for such purposes. Ac- 
cordingly, Connecticut Yankee proposes to enter into an 
amended agreement (“‘Loan Agreement’’) with the Auth- 
ority with respect to the construction and financing of 
the Project at its Haddam plant, and pursuant thereto, 
issue to the Authority its promissory note (‘‘Note’’), in 
an aggregate amount not to exceed $5,000,000. In turn, 
the Authority will issue and sell its Pollution Control 
Revenue Bonds (‘‘Pollution Bonds’’) up to a total aggre- 
gate amount of $5,000,000 and advance the proceeds 
from the sale to Connecticut Yankee pursuant to the terms 
of the Loan Agreement to provide funds theretofore ex- 
pended and to be expended by Connecticut Yankee for 
the construction of the Project. 


The Pollution Bonds will be issued under and secured by a 
Trust Indenture between the Authority and Hartford 

Bank and Trust Company (“Trustee”), as amended by a 
Supplemental Indenture of Trust dated October 17, 1974 
(“Supplemental Indenture’”’). It is stated that the Bonds 
will not constitute general obligations of the State, but 
will be revenue bonds, the principal and interest on which 
will be payable solely out of funds paid by Connecticut 
Yankee pursuant to the Loan Agreement. The terms of the 
Pollution Bonds will include sinking fund provisions pro- 
viding for installments of $1,000,000 on November 1 of 
each year commencing in 1980 and ending in 1984. In the 
aggregate, sinking fund installments will retire the entire 
issue by the final maturity date. The Supplemental In- 
denture will contain certain redemption provisions which 
will include the right of Connecticut Yankee to cause the 
redemption provisions which will include the right of 
Connecticut Yankee to cause the redemption of the Pollu- 
tion Bonds without premium on account of the occurrence 
of one or more specifiied events, and mandatory redemp- 
tion by lot out of annual sinking fund installments. 


It is stated that the Pollution Bonds are expected to be 


marketed pursuant to an agreement between the Auth- 
ority and Morgan Stanley & Co., Incorporated to be exe- 
cuted on or about October 17, 1974 (“Closing Date’’). 

The Pollution Bonds will be dated as of the Closing Date, 
and will bear a final maturity date of November 1, 1984. 
Interest, which will be exempt from Federal income tax- 
ation, will be payable at the rate of 8 3/8% per annum. 


The Note which Connecticut Yankee will issue to the 
Authority will be dated as of the Closing Date and will be 
in an aggregate principal amount equal to the amount of 
the Pollution Bonds. Annual installments of $1,000,000 
will be payable commencing October 31, 1980 and ending 
October 31, 1984. The interest will be payable on Octo- 
ber 31, 1974 and semi-annually thereafter. The Loan Agree- 
ment requires that such payments on the Note shall be 
made in all events notwithstanding failure of the Project 
to operate successfully, any casualty, condemnation, 
failure of title or other occurrence. The Note will be 
pledged under the Supplemental Indenture by assignment 
to the Trustee. The Loan Agreement further provides 

that upon any event of default therein specified, all un- 
paid principal of and accrued interest on the Note may be 
declared, and thereupon shall be, immediately due and 
payable. 


The fees, commissions and expenses paid or incurred, or 
to be paid or incurred, in connection with the proposed 
transactions will aggregate $90,050, including attorneys’ 
fees of $22,000 and an underwriting and financial ad- 
visory fee of $50,000. It is stated that the Public Utilities 
Commission of the State of Connecticut has jurisdiction 
over the proposed transactions. The order of that commis- 
sion has been supplied to this Commission. No other State 
commission, and no Federal commission, other than this 
Commission, has jurisdiction over the proposed transac- 
tions. 


The issuance of Connecticut Yankee’s Note to the Auth- 
ority is excepted from Rule 50 by reason of clause (a) (5) 
thereof on the ground that the proposed transactions do 
not lend themselves as a practical matter to the competi- 
tive bidding. 


Due notice of the filing of said application, as amended, 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (Holding Company Act Release 
No. 18503), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable stand- 
ards of the Act and the rules thereunder are satisfied and 
that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application, as amend- 
ed, be granted: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as 
amended, be, and it hereby is granted forthwith, subject 
to the terms and conditions prescribed in Rule 24 pro- 
mulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18603/October 15, 1974 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 
Wilmington, Delaware 19807 


(70-5563) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
DEBENTURES AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that The Columbia Gas Sys- 
tem, Inc. (“Columbia”), a registered holding company, 
has filed a declaration, and an amendment thereto, with 
this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’), designating Sections 6(a) 
and 7 of the Act and Rule 50 promulgated thereunder 

as applicable to the following proposed transaction. All 
interested persons are referred to the declaration, which 

is summarized below, for a complete statement of the 
proposed transaction. 


Columbia proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, 
up to $75,000,000 principal amount of % deben- 
tures. The maturity date has not been fixed but will be 
supplied by amendment to this declaration. The interest 
rate of the debentures (which shall be a multiple of 1/8 
of 1%) and the price, exclusive of accrued interest, to be 
paid to Columbia (which shall be not less than 98-72% 
nor more than 101-% of the principal amount thereof), 
will be determined by the competitive bidding. The de- 
bentures will be issued under an Indenture between 
Columbia and Morgan Guaranty Trust Company of New 
York, Trustee, dated as of June 1, 1961, as heretofore 
supplemented by various indentures and as to be further 
supplemented by a Twenty-Third Supplemental Indenture 
to be dated as of November 1, 1974. 


The supplemental indenture will prohibit redemption of 
any of the debentures prior to November 1, 1979, direct- 
ly or indirectly, with borrowed funds, or in anticipation 
of funds to be borrowed, having an effective annual in- 
terest cost to Columbia of less than the effective annual 
interest cost of the debentures to Columbia. The proposed 
debentures will be subject to a sinking fund providing 

for retirement of $52,500,000 (70%) thereof prior to 
maturity through annual payments of $2,625,000 com- 
mencing in 1979. 


The net proceeds from the sale of the debentures will be 
added to the general funds of Columbia and, together with 
other funds then available and funds thereafter to be gen- 
erated from operations, will be used by Columbia to fi- 
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nance, among other things, the deferred portion of the 
1974 capital expenditures program and part of the 1975 
capital expenditures program of Columbia’s subsidiary 
companies, which involves expneditures of approximately 
$450,000,000. The capital expenditures program involves 
additions and improvements to the properties of the Co- 
lumbia system necessary to explore for, produce, receive, 
transport, store, and distribute the quantities of gas re- 
quired by the system’s customers. Columbia estimates 
that additional long-term financing of up to $120,000,000 
may be required in 1975 to complete this program. Such 
additional financing, to the extent necessary, will be the 
subject of future filings with this Commission. 


Columbia further states that in view of the increased diffi- 
culty encountered by utilities in selling debentures under 
the current unsettled conditions in the securities market, 
it may not be possible to sell the debentures at competi 
tive bidding. Therefore, Columbia may request, by further 
amendment to its declaration, that the sale of its deben 
tures be excepted from competitive bidding under the 
requirements of Rule 50. 


It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisidiction 
over the proposed transaction. A statement of the fees, 
commissions, and expenses related to the proposed tran- 
saction is to be filed by amendment. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than November 8, 1974, request in 
writing that a hearing be held on such matter, stating 

the nature of his interest, the reasons for such request, 
and the issue of fact or law raised by said amended de- 
claration which he desires to controvert; or he may request 
that he be notified if the Commission should order a hear- 
ing thereon. Any such request should be addressed: Sec 
retary, Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail (air mail if the person being served 
is located more than 500 miles from the point of mailing) 
upon the declarant at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the delcaration, as amended or as it 
may be further amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from its rules as pro- 
vided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request 
a hearing or advice as to whether a hearing is ordered 

will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18604/October 15, 1974 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


MIDDLE SOUTH UTILITIES, INC. 
New York, New York 


(70-5268) 


SUPPLEMENTAL ORDER REGARDING INCREASE IN 
SHORT-TERM NOTES 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, and its public-utility subsidiary, Louisi- 
ana Power & Light Company (‘Louisiana’), have filed 
with this Commission a post-effective amendment to the 
application-declaration in this proceeding pursuant to Sec- 
tions 6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (‘‘Act’’) and Rule 50(a)(5) promulgated 
thereunder regarding the following proposed transactions. 


By order dated December 15, 1972 (HCAR No. 17808), 
the Commission authorized Louisiana, among other things, 
to issue and sell short-term notes in an aggregate principal 
amount not exceeding $50,000,000 outstanding at any one 
time to certain banks and a dealer in commercial paper 
through June 30, 1974, with maturities not later than 
December 31, 1974. By order dated December 7, 1973 
(HCAR No. 18211), the Commission extended the borrow- 
ing period for the bank loans through December 31, 1974 
and by order dated June 25, 1974 (HCAR No. 18471), 

the Commission extended the period during which the 
company is authorized to issue and sell short-term notes 

to the dealer in commercial paper through December 31, 
1974. 


Louisiana now proposes that the amount of short-term 
notes which it is authorized to issue and sell be increased 
to an aggregate principal amount not exceeding $70,000,- 
000 at any one time outstanding. All of the other terms of 
the borrowing authority heretofore granted by the Com- 
mission will remain unchanged. Louisiana states (1) that 
its 1974 construction expenditures are now estimated to 
exceed the amount originally budgeted by approximately 
$8,000,000; (2) that its proposed nuclear-fueled St. Rosa- 
lie Steam Electric Generating Station is expected to 
require expenditures of approximately $8,600,000 in 
1974 which had not been originally budgeted for 1974; 
and (3) that additional funds may be needed until it has 
effectuated the proposed sale of $50,000,000 of first 
mortgage bonds scheduled for November 7, 1974. No 
State commission and no Federal commission, other than 
this Commission, has jurisdiction over the proposed tran- 
sactions. 


Due notice of the filing of said post-effective amendment 
to the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (Hold- 
ing Company Act Release No. 18571), and no hearing has 


been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said appli- 
cation-declaration, as amended by said post-effective 
amendment, be granted and permitted to become effec- 
tive: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended by said post-effective amendment, be, 
and it hereby is, granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18605/October 16, 1974 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


FALL RIVER ELECTRIC LIGHT COMPANY 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


(70-5430) 


ORDER AUTHORIZING PROPOSED LOANS AND 
OPEN ACCOUNT ADVANCES BY HOLDING COM- 
PANY TO SUBSIDIARIES 


Eastern Utilities Associates (‘““EUA’’), a registered holding 
company, and its four electric utility subsidiary companies, 
Blackstone Valley Electric Company (‘Blackstone”’), 
Brockton Edison Company (“Brockton”), Fall River 
Electric Light Company (‘Fall River’’), and Montaup 
Electric Company (’’Montaup”’), have filed a post-effec- 
tive amendment to the application-declaration, as 
amended, previously filed in this proceeding pursuant 

to Sections 6(a), 7, 9(a), 10, 12(b), 12(c) and 12(f) of 
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the Public Utility Holding Company Act of 1935 (‘‘Act’’), 
and Rule 45(a) promulgated thereunder regarding the 
following proposed transactions. 


By Order dated December 27, 1973, (Holding Company 
Act Release No. 18238), in this proceeding EUA, Black- 
stone, Brockton, Fall River and Montaup were authorized 
to issue notes to banks, and in the cases of Balckstone, 
Brockton and Fall River to also receive open account ad- 
vances from EUA in maximum aggregate amounts speci- 
fied by said order. 


Applicants-declarants have now filed a post-effective amend- 
ment, requesting authority (i) for EUA to make loans to 
Montaup in amounts not to exceed $15,000,000 in princi- 
pal amount outstanding at any one time; and (ii) for EUA 
to make advances on open account through December 31, 
1974, in addition to these heretofore authorized in this pro- 
ceeding of up to $1,000,000 to Blackstone, $2,000,000 to 
Brockton and $1,000,000 to Fall River. Proceeds of said 
loans and advances are to be used for meeting construction 


expenditures or to reduce short-term borrowings frombanks. 


EUA’s loans to Montaup will be evidenced by promissory 
notes maturing not later than December 31, 1974. The 
loans to Montaup and the advances to Balckstone, Brock- 
ton and Fall River will bear interest at a rate per annum 
equal at all times to 115% of the base rate in effect at 

First National City Bank, New York, New York on 90-day 
loans to responsible and substantial commercial borrowers, 
each change in the interest rate on such advances to take 
effect simultaneously with the corresponding change in the 
base rate. Assuming a base rate of 12%, the effective inter- 
est cost would be 13.8%. 


It is stated that no state commission and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. No fees and expenses are to be 
incurred in connection with the proposed transactions. 


Due notice of the filing of said post-effective amendment 
to the application-declaration, as amended, has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (Holding Company Act Release No. 18559) and 
no hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, as fur- 
ther amended by said post-effective amendment, it is 
hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse find- 
ings are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
the application-declaration, as further amended by said 
post-effective amendment, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendment, be, and it hereby is granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18606/October 16, 1974 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Lincoln, Rhode Island 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 


FALL RIVER ELECTRIC LIGHT COMPANY 
Fall River, Massachusetts 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 


(70-5388) 


ORDER AUTHORIZING PROPOSED BANK BORROW- 
ING BY SUBSIDIARY COMPANY 


Eastern Utilities Associates (““EUA’’), a registered holding 
company, and its electric utility subsidiary companies, 
Blackstone Valley Electric Company (‘’Blackstone”), 
Brockton Edison Company (“Brockton”), Fall River 
Electric Light Company (‘Fall River’) and Montaup 
Electric Company (‘“Montaup”) have filed a post-effec- 
tive amendment to the application-declaration previously 
filed in this proceeding with this Commission pursuant to 
Sections 6(a), 7, 9(a), 10, 12(b), 12(c) and 12(f) of the 
Public Utility Holding Company Act of 1935 (“Act”) 
and Rules 43(a) and 45(a) promulgated thereunder re- 
garding the following proposed transactions. 


EUA proposes a series of transactions designed to effect 
the transfer of Blackstone’s proportionate ownership in 
the securities of Montaup, the EUA system generating 
company, to Brockton, with the result that Brockton will 
thereafter own 81% of Montaup. Fall River, EUA’s 
other electric utility subsidiary, will continue to own 
19% of Montaup’s securities. 


As initial steps in the proposed transactions, EUA has 
borrowed $14,500,000 from The Chase Manhattan 

Bank (N.A.) and has made an open account advance 

of that amount to Blackstone. Blackstone used the 
funds so advanced to pay certain of its first mortgage 
bonds which matured on November 1, 1973. The borrow- 
ing from EUA and advance to Blackstone were authorized 
by this Commission’s order dated October 30, 1973 
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(Holding Company Act Release No. 18142). 


By post-effective amendment filed in this proceeding, it is 
now proposed that the next step be taken by having Black- 
stone borrow $15,000,000 from First National City Bank 
(“FNCB”), issuing its note to FNCB in that principal 
amount, maturing in 360 days, bearing interest at 115% 

of the base rate in effect at FNCB and secured a lien on 
Blackstone’s Montaup securities. The note and a loan 
agreement between Blackstone and FNCB will provide, 
among other things, that the note may be assumed by 
Brockton and that in the event of such assumption, the 
maturity of the note will be extended (subject to regula- 
tory approvals) to mature five years from the date of its 
issuance. Blackstone will utilize the $15,000,000 borrowed 
from FNCB to reduce open account advances previously 
made by EUA to Blackstone. EUA intends to use these 
funds for advances to its operating subsidiaries under an 
authorization granted concurrently in file 70-5430. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. The record is incomplete with regard to the 
fees and expenses to be incurred in connection with the 
proposed transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (Holding Company Act Release No. 
18182), and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in the 
record, as further amended by said post-effective amend- 
ment, it is hereby found that with respect to the proposed 
borrowing by Balckstone from FNCB and repayment of 
open account advances from EVA, the applicabie stand- 
ards of the Act and the rules thereunder are satisfied and 
that no adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of investors 
and consumers that the application-declaration, as further 
amended by said post-effective amendment, be granted 
and permitted to become effective with respect to the 
proposed borrowing by Blackstone from FNCB and re- 
payment of open account advances from EUA: 


IT |S ORDERED, pursuant to the applicable provisions 

of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendment, be, and it hereby is granted and permitted 

to become effective forthwith with respect to the proposed 
borrowing by Blackstone from FNCB and repayment of 
open account advances from EUA, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act, and subject further to the reservation of juris- 
diction over fees and certain other matters in this pro- 
ceeding as previously reserved by Order dated October 30, 
1973 (Holding Company Act Release No. 18142). 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18607/October 16, 1974 


In the Matter of 


COLUMBIA GAS OF OHIO, INC. 
THE OHIO VALLEY GAS COMPANY 
THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 

Wilmington, Delaware 19807 


(70-5551) 


NOTICE OF PROPOSED TRANSACTIONS RELATED 
TO MERGER OF TWO SUBSIDIARY COMPANIES 


NOTICE IS HEREBY GIVEN that The Columbia Gas 
System, Inc. (“Columbia”), a registered holding company, 
and two of its wholly-owned subsidiary companies, Colum- 
bia Gas of Ohio, Inc. (“Columbia of Ohio’’) and The Ohio 
Valley Gas Company (“Ohio Valley’’), have filed an appli- 
cation-declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“‘Act’’), 
designating Sections 6, 7, 9(a), 10, and 12(f) of the Act 
and Rule 43 promulgated thereunder as applicable to the 
proposed transactions. All interested persons are referred 
to the application-declaration, which is summarized be- 
low, for a complete statement of the proposed transac- 
tions. 


Columbia of Ohio and Ohio Valley are corporations or- 
ganized and existing under the laws of the State of Ohio, 
are each engaged in the business of transporting, distribu- 
ting, and selling natural gas at retail in both incorporated 
communities and areas outside incorporated communi- 
ties in parts of sixty-one counties in Ohio, and have com- 
mon officers and management personnel. The service areas 
of the two companies are contiguous. A merger of Ohio 
Valley into Columbia of Ohio is proposed with the aim of 
liquidating and dissolving Ohio Valley and leaving Colum- 
bia of Ohio as the surviving corporation. Thereafter, Colum- 
bia of Ohio will own and operate all of Ohio Valley’s na- 
tural gas retail distribution properties in Ohio, together 
with all auxiliary and appurtenant equipment, structures, 
and properties. It is stated that the proposed merger of the 
two companies will simplify and streamline their opera- 
tions and produce efficiencies and economies of opera- 
tion without in any way adversely affecting the customers 
of either corporation or the supply of gas available to such 
customers. The merger will have no effect upon the exist- 
ing rates of customers of either company. 


Under the terms of the proposed merger, all property, 
whether real, personal, or mixed, and all debts due to either 
Ohio Valley or Columbia of Ohio as well as all other things 
in action belonging to either of them shall be vested in 
Columbia of Ohio, and all rights of creditors and all liens 
upon any property of Ohio Valley and Columbia of Ohio 
shall be preserved unimpaired. The debts, liabilities, and 
duties of Ohio Valley or Columbia of Ohio shall attach to 
Columbia of Ohio as the surviving corporation and be en- 
forceable against it to the same extent as if Columbia of 
Ohio, as the surviving corporation, had incurred or con- 
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tracted them. Columbia, as the sole shareholder of both 
Ohio Valley and Columbia of Ohio, has given its written 
consent to the proposed transactions. 


At the effective time of the proposed merger (December 
31, 1974, at 11:59 p.m.), the outstanding 70,000 shares of 
common stock of Ohio Valley will be converted into and 
exchanged for 252,000 shares of the common stock of 
Columbia of Ohio (a 3.6 to 1 share ratio determined by 
the common stock par value relationship of $90.00 to 
$25.00), which 252,000 shares will be issued to Columbia 
upon surrender by it of the certificates for the 70,000 
shares of Ohio Valley stock. At the conclusion of the ex- 
change, Columbia will remain the sole holder of all of the 
outstanding shares of common stock of Columbia of Ohio, 
the surviving corporation, totaling 3,405,585 shares. As 

of the date of the proposed merger, the aggregate book 
value of the assets and properties of Ohio Valley trans- 
ferred by the merger to Columbia of Ohio, less the related 
reserves, will be $28,393,000. 


The fees and expenses to be incurred in connection with 
the proposed transactions are estimated at $5,600. It is 
stated that The Public Utilities Commission of Ohio has 
jurisdiction over the proposed merger and that no other 
State commission and no Federal commission, other than 


this Commission, has jurisdiction over the proposed transac- 


tions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 13, 1974, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the issues 
of fact or law raised by the filing which he desires to con- 
trovert; or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail (air mail 

if the person being served is located more than 500 miles 
from the point of mailing) upon the applicants-declarants 
at the above-stated address, and proof of service (by affi- 
davit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become effec- 
tive as provided in Rule 23 of the General Rules and Regu- 
lations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive notice of 
further developments in this matter, including the date of 
the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18608/October 17, 1974 


In the Matter of 


MONONGAHELA POWER COMPANY 
1310 Fairmont Avenue 
Fairmont, West Virginia 26554 


(70-5562) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Monongahela Power 
Company (‘“Monongahela’’), an electric utility subsidiary 
company of Allegheny Power System, Inc., a registered 
holding company, has filed a declaration with this Com- 
mission pursuant to the Public Utility Holding Company 
Act of 1935 (‘‘Act’’), designating Sections 6(a) and 7 of 
the Act and Rule 50 promulgated thereunder as applicable 
to the proposed transaction. All interested persons are 
referred to the declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


Monongahela proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50 under the 
Act, up to $25,000,000 principal amount of First Mort- 
gage Bonds in one or more series, each such series to have 
a single maturity of not less than five and not more than 
thirty years from the second day of the month in which 
the Bonds will be sold. The interest rate (which will be a 
multiple of 1/8 of 1%), and the price to be paid to 
Monongahela (which will be not less than 99% nor more 
than 102.75% of the principal amount of the Bonds in 
each case) will be determined by competitive bidding. In 
the event competitive bidding is impractical, Monongahela 
proposes to negotiate with underwriters for the sale of 
the said Bonds. 


The proceeds of the sale of the Bonds, together with other 
funds which may become available to Monongahela, are 

proposed to be used to pay for, or repay short-term loans 
incurred for, Monongahela’s construction program and, to 
invest in a subsidiary to enable it to purchase a coal mine. 


The fees and expenses to be paid by Monongahela in 
connection with the proposed transaction, including legal 
fees, will be supplied by amendment. It is stated that the 
Public Utilities Commission of Ohio has jurisdiction over 
the proposed issue and sale of the Bonds by Monongahela 
and that no other state commission and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than November 4, 1974, request in 
writing that a hearing be held on such matter stating the 
nature of his interest, the reasons for such request, and 
the issues of fact or law raised by said declaration which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing there- 
on. Any such request should be addressed: Secretary, 
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Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon the 
declarant at the above-stated address, and proof of ser- 

vice (by affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any time 
after said date, the declaration, as filed or as it may be 
amended, may be permitted to become effective as pro- 


vided in Rule 23 of the General Rules and Regulations pro- 


mulgated under the Act, or the Commission may grant 
exemption from such ruies as provided in Rules 20(a) 

and 100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as 
to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18609/October 17, 1974 


In the Matter of 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 71156 


(70-5552) 


ORDER AUTHORIZING PROPOSED INSTALLMENT 
PURCHASE OF POLLUTION CONTROL FACILITIES; 
REQUEST FOR EXCEPTION FROM COMPETITIVE 
BIDDING 


Southwestern Electric Power Company (““SWEPCO”), an 
electric utility subsidiary company of Central and South 
West Corporation, a registered holding company, has filed 
an application-declaration with this Commission pursuant 
to Sections 6(a), 7, 9(a)(1), 10, and 12(d) of the Public 
Utility Holding Company Act of 1935 (“‘Act’’) and Rules 
44(b)(3) and 50 promulgated thereunder regarding the 
following proposed transactions. 


SWEPCO states that in order to comply with applicable 
state and federal environmental control standards with 
respect to its Welsh Power Plant (‘‘unit’’) presently under 
construction in Titus County, Texas, it is necessary to 
construct certain air and water pollution control facilities 
(“facilities”). To finance construction and acquisition of 
the facilities, SWEPCO proposes to enter into an Install- 
ment Sale Agreement (“‘agreement’’) with the Titus Coun- 
ty Fresh Water Supply District No. 1 (‘District’), an in- 
strumentality of the state of Texas. 


The agreement provides that SWEPCO will transfer to the 
District SWEPCO’s interest in the facilities as they pre- 
sently exist and that the District will reimburse SWEPCO 
for the cost of construction of the presently completed 
facilities. SWEPCO will then cause the construction of 
the facilities to be completed for the District, the District 
reimbursing SWEPCO for the costs of construction to the 
extent funds are available in the construction fund created 
under an Indenture (“‘indenture’’), as further described 
below. Upon completion of the construction of air and 
water pollution control portions of the facilities, title to 
such portion will automatically vest in SWEPCO. 


The District will finance the acquisition and construction 
of the facilities through the issue and sale of the District's 
Pollution Control Revenue Bonds (‘‘bonds’’) to be de- 
nominated ‘1974 Issue Bonds” in an aggregate amount 
of up to $14,000,000. The bonds will be issued under 
the indenture with a corporate trustee to be selected in 
consultation with SWEPCO. The District has adopted a 
resolution agreeing to issue its bonds under conditions 
contemplated by the agreement and the indenture, for 
the purpose of financing the facilities. 


The bonds will be dated on or about the first day of the 
month in which they are issued (presently scheduled 

for November 1974), will bear interest semiannually 

and will mature at a date or dates not more than 30 years 
from date of their issue. The bonds will not be redeem- 
able within 10 years from their issue date except under 
certain circumstances. The bonds are subject to manda- 
tory redemption beginning 10 years after date of issue in 
satisfaction of sinking fund provisions under the inden- 
ture which will cause at least 25% in principal amount of 
the bonds to be retired prior to maturity. 


The proceeds from the sale of the bonds (except as other- 
wise required by the indenture) will be deposited in a 
construction fund created under the indenture, and costs 
of acquisition and construction of the facilities will be 
reimbursed to SWEPCO out of funds in the construction 
fund. In the event amounts in the construction fund are 
insufficient to pay all costs of the facilities, the agreement 
obligates SWEPCO to pay all additional amounts. 


The agreement contains an unsecured commitment by 
SWEPCO to pay the District the purchase price for the 
facilities in installments. The installments will be suffi- 
cient to enable the District to pay principal, interest, sink- 
ing fund and redemption premium with respect to the 
bonds. 


SWEPCO states that it is contemplated that the bonds will 
be sold by the District pursuant to arrangements between 
the District and Merrill Lynch, Pierce, Fenner and Smith, 
Inc., as underwriter. It is expected that the terms of the 
bonds, including sale price and interest rate, will be 
agreed upon on or about October 22, 1974, that a pub- 
lic offering of the bonds will be made by the underwriter, 
and that delivery and payment for the bonds will be made 
on or about November 22, 1974. SWEPCO will not be a 
party to the Bond Purchase Agreement, pursuant to which 
the underwriter will purchase the bonds from the District, 
but the Bond Purchase Agreement provides that the terms 
of the bonds and of the indenture will be satisfactory to 
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SWEPCO. 


SWEPCO states that counsel states they are prepared to give 
a legal opinion that interest on the bonds will be exempt 
from federal income taxation. SWEPCO states that it has 
been advised that similar tax-exempt bonds have histori- 
cally carried an annual interest rate approximately 12% 

to 2%% lower than comparable taxable long-term bonds. 


SWEPCO requests exception from the competitive bidding 
requirements of Rule 50 pursuant to clause (a)(5) thereof. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (Holding Company Act Release No. 
18575), and no hearing has been requested of or ordered 
by the Commission. The record is incomplete with regard 
to fees and expenses to be incurred in connection with the 
proposed transactions. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards 

of the Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is appropri- 
ate in the public interest and in the interest of investors 
and consumers that said application-declaration, as amend- 
ed, be granted and permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be and it hereby is granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 promulgated 
under the Act, and subject further to the reservations of 
jurisdiction ordered below. 


IT 1S FURTHER ORDERED that jurisdiction be and here- 
by is reserved with respect to the payment of the purchase 
price of the facilities by installment payments insofar as 
such payments are affected by the effective interest rate 
or rates of the bonds to be issued and sold by the District, 
and 


IT iS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with regard to fees and expenses to be 
incurred in connection with the proposed transaction. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18610/October 17, 1974 


In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 07960 
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(70-5387) 


SUPPLEMENTAL ORDER REGARDING ISSUE AND 
SALE OF SHORT-TERM NOTES TO BANKS 


Jersey Central Power & Light Company (‘Jersey Central”), 
an electric utility subsidiary company of General Public 
Utilities Corporation, a registered holding company, has 
filed with this Commission a second post-effective amend- 
ment to the declaration previously filed in this matter 
pursuant to Sections 6(a) and 7 of the Public Utility Hold- 
ing Company Act of 1935 (“‘Act’’) and Rule 50(a)(2) pro- 
mulgated thereunder regarding the following proposed 
transaction. 


By orders dated October 9, 1973 and June 11, 1974 
(Holding Company Act Release Nos. 18117 and 18454), 
the Commission authorized Jersey Central, for the period 
ending on December 31, 1974, to issue and sell its unse- 
cured promissory notes of a maturity of nine months or 
less evidencing short-term bank borrowings from 30 banks 
provided that the aggregate principal amount of such 
notes outstanding at any one time could not exceed 
$96,000,000. 


Jersey Central now proposes to issue and sell, such short- 
term notes to the banks in an aggregate amount up to 
$120,000,000 and to extend the period during which Jer- 
sey Central may issue and sell such notes until December 
31, 1975. The aggregate amount of such notes outstanding 
at any one time shall not exceed 10% of the sum of (a) the 
principal amount of Jersey Central’s outstanding first 
mortgage bonds and debentures, (b) the par value of Jer- 
sey Central’s outstanding preferred stock, (c) the par value 
of Jersey Central's outstanding common stock and (d) Jer- 
sey Central's capital surplus. Each new note will bear inter- 
est at the prime interest rate for commercial borrowing of 
the bank from which the borrowing is made at the date 

of issue, will be prepayable at any time without premium, 
and will not be issued as part of a public offering. Al- 
though no commitments or agreements for such borrow- 
ings have been made, Jersey Central expects that, as and 
to the extent that its cash needs require, borrowings will 
be effected from among the following banks, the maxi- 
mum to be borrowed and outstanding at any one time 

for each such bank being as follows: 


Bankers Trust Company, 


New York, New York $ 5,000,000 
The Chase Manhattan Bank NA, 

New York, New York 25,000,000 
Chemical Bank, 

New York, New York 5,000,000 
Irving Trust Company, 

New York, New York 17,000,000 
Manufacturers Hanover Trust 

Company, 

New York, New York 6,000,000 
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Fidelity Union Trust Company, 
Newark, New Jersey $ 6,000,000 


First National State Bank of 
New Jersey, 


Newark, New Jersey 5,000,000 
Midlantic Bank, 

Newark, New Jersey 7,000,000 
First Jersey National Bank, 

Jersey City, New Jersey 3,000,000 
American National Bank & Trust, 

Morristown, New Jersey 4,000,000 
Belmar-Wall National Bank, 

West Belmar, New Jersey 300,000 
The Central Jersey Bank and 

Trust Company, 

Freehold, New Jersey 3,000,000 
Colonial First National Bank, 

Red Bank, New Jersey 1,500,000 
First Merchants National Bank, 

Asbury Park, New Jersey 1,000,000 
First National Bank of New Jersey, 

Passaic, New Jersey 1,000,000 
First National Bank of South Jersey, 

Pleasantville, New Jersey 1,500,000 
First National State Bank of 

Northwest Jersey, 

Succasunna, New Jersey 500,000 
The First National Bank of 

Toms River, 

Toms River, New Jersey 1,200,000 
The First National Iron Bank of 

New Jersey, 

Morristown, New Jersey 3,000,000 
The Hunterdon County National Bank, 

Lambertville, New Jersey 700,000 
Mechanics National Bank of 

Burlington County, 

Burlington, New Jersey 400,000 
National Community Bank, 

Franklin, New Jersey 5,000,000 
The National State Bank, 

Elizabeth, New Jersey 2,500,000 
New Jersey Bank NA, 

Haledon, New Jersey 4,000,000 
Ocean County National Bank, 

Point Pleasant, New Jersey 400,000 


New Jersey National Bank, 
Asbury Park, New Jersey $ 3,000,000 


Peoples Trust Company of 
New Jersey, 


Hackensack, New Jersey 4,000,000 
Somerset Hills & County National 

Bank, 

Bernardsville, New Jersey 1,000,000 
Summit and Elizabeth Trust 

Company, 

Summit, New Jersey 1,000,000 
United Counties Trust Company, 

Summit, New Jersey 2,000,000 


$ 120,000,000 


It is stated that Jersey Central is required to maintain 
compensating balances with each of the banks equal to 
10% of the lines of credit or 20% of the amounts actual- 
ly borrowed, whichever is higher, except for the First 
National Bank of South Jersey, Pleasantville, N. J., 
which presently requires 10% of the amount of the line 
of credit as a compensating balance. Assuming a 12% 
prime rate and a 20% compensating balance, the effec- 
tive rate of interest to be paid by Jersey Central is 15.0% 
(13.33% for borrowing from the First National Bank of 
South Jersey). 


Jersey Central proposes to utilize the proceeds of the 
contemplated borrowings for the purpose of financing 
its business as a public utility company, including pro- 
visions for construction expenditures, the repayment 
of other short-term borrowings, and the temporary re- 
imbursement of its treasury for construction expendi- 
tures provided thereon. The estimated cost of Jersey 
Central's 1974 construction program is approximately 
$160,000,000. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (Holding Company Act Release No. 18576), and 
no hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is in the public interest 
and in the interest of investors and consumers that said 
declaration, as now amended, be permitted to become 
effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as now amended, be, and it hereby is, permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 
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For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8541/October 11, 1974 


In the Matter of 


FOURTH EMPIRE FUND, INC., 
FIFTH EMPIRE FUND, INC., 
SIXTH EMPIRE FUND, INC. and 


FEDERATED REGIONAL RESEARCH 
INVESTMENTS, INC. 

421 Seventh Avenue 

Pittsburgh, Pennsylvania 15219 


(812-3651) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTIONS FROM 
SECTION 17(a) OF THE ACT 


On September 13, 1974, a notice was issued (Investment 
Company Act Release No. 8495) of the filing of an appli- 
cation by Fourth Empire Fund, Inc. (“Fourth”), Fifth 
Empire Fund, Inc. (‘Fifth’), Sixth Empire Fund, Inc. 
(“Sixth”) and Federated Regional Research Investments, 
Inc. (“Regional Research”) (collectively ““Applicants”’), 
open-end diversified management investment companies 
registered under the Investment Company Act of 1940 
(“Act’’), for an order pursuant to Section 17(b) of the 
Act exempting from the provisions of Section 17(a) of 
the Act, the proposed transactions pursuant to which 
Fifth, Sixth and Regional Research will be merged into 
Fourth. The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transactions are reasonable 
and fair and do not involve overreaching on the part of 
any person concerned, that the proposed transactions are 
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consistent with the policies of Applicants and that the 
proposed transactions are consistent with the general 
purposes of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transactions be, and are hereby, ex- 
empted from the provisions of Section 17(a) of the Act, 
effective forthwith. 


For the Commission, by the Division of Investment Man- 


agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8542/October 15, 1974 


ADOPTION OF AMENDMENT TO RULE 17<-1 
UNDER THE INVESTMENT COMPANY ACT OF 1940 
EXEMPTING CERTAIN JOINT TRANSACTIONS IN- 
VOLVING REGISTERED INVESTMENT COMPANIES, 
INCLUDING SBIC STOCK OPTION PLANS, FROM 
THE APPLICATION REQUIREMENTS OF THE RULE 


File No. S7-518 


On March 14, 1974 the Securities and Exchange Com- 
mission published notice (Investment Company Act 
Release No. 8273) that it had under consideration the 
adoption of an amendment to Rule 17d-1 under the 
Investment Company Act of 1940 (‘’Act’’). As proposed, 
the amendment (1) would enable certain affiliated com- 
panies of registered investment companies and certain 
persons affiliated with such affiliated companies to par- 
ticipate in joint transactions with registered investment 
companies and companies controlled by registered in- 
vestment companies without an order of the Commission, 
and (2) would clarify the present Rule 17d-1 to remove 
any doubt as to whether certain stock option plans of 
registered small business investment companies (““SBICs”’) 
may become operative without an order of the Commis- 
sion. The Commission has considered the comments and 
views of all interested persons concerning this proposal 
and has determined to adopt the amendment to Rule 
17d-1 in the form set forth below. The amendment to 
Rule 17d-1 is adopted pursuant to the authority set 
forth in Sections 17(d), 6(c) and 38(a) of the Act. 


Section 17(d) of the Act makes it unlawful for any 
“affiliated person of or principal underwriter for a regis- 
tered investment company ... or any affiliated person of 
such a person or principal underwriter, acting as princi- 
pal to effect any transaction in which such registered 
company, or a company controlled by such registered 
company, is a joint or a joint and several participant with 
such person, principal underwriter, or affiliated person, 
in contravention of such rules and regulations as the 
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Commission may prescribe for the purpose of limiting or 
preventing participation by such registered or controlled 
company on a basis different from or less advantageous 
than that of such other participant.” 


Rule 17d-1(a) prohibits all such affiliated persons, and 
principal underwriters, acting as principal, from partici- 
pating in or effecting any “transaction in connection 
with, any joint enterprise or other joint arrangement or 
profit-sharing plan in which any such registered company, 
or a company controlled by such registered company, is 

a participant ... unless an application regarding such joint 
enterprise, arrangement or profit-sharing plan has been 
filed with the Commission and has been granted ....”’ 


Section 6(c) of the Act provides that the Commission, by 
rule, regulation or order, may conditionally or uncondi- 
tionally exempt any person or transaction, or any class 

of persons or transactions, from any provision of the 

Act, if and to the extent that such exemption is necessary 
or appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly intend- 
ed by the policy and provisions of the Act. 


Section 28(a) of the Act authorizes the Commission to 
issue and amend such rules as are necessary or appropri- 
ate to the exercise of the powers conferred upon the 
Commission in the Act. 


New Subparagraph (4) of Rule 17d-1(d) — SBIC Stock 
Option Plans 


Paragraph (c) of Rule 17d-1 defines “joint enterprise 

or other joint arrangement or profit-sharing plan” for 
purposes of Rule 17d-1, as inter alia, any “‘stock option 
or stock purchase plan.”’ In The National Association 

of Small Business Investment Companies (investment 
Company Act Release No. 6523, May 14, 1971) the 
Commission exempted from the provisions of Section 
18, 19, and 23 of the Act, subject to conditions for the 
protection of investors, the issuance of SBICs of stock 
options which qualify under Section 422 of the Internal 
Revenue Code and under appropriate Small Business 
Administration (““SBA’’) regulations to officers, direc- 
tors and employees of SBICs. It appears, however, that 
a question remained as to whether or not an application 
is needed under Rule 17d-1 for an order of the Commis- 
sion permitting the issuance of such qualified stock op- 
tion plans. In order to remove any doubt in this regard, 
new subparagraph (4) of Rule 17d-1(d) permits regis- 
tered SBICs to issue qualified stock options to their 
officers, directors and employees without a prior Com- 
mission order. 


New Subparagraph (5) of Rule 17d-1(d) — Joint Trans- 
actions with Certain Affiliated Persons 


New subparagraph (5) provides an exemption from the 
application provisions of Rule 17d-1 for joint transac- 
tions or arrangements in which any registered investment 
company or a company controlled by such registered in- 
vestment company is a participant, and in which a com- 
Pany affiliated with such registered investment company 


or an affiliated person of such affiliated company is 
also a participant, provided that neither certain affiliated 
persons nor the principal underwriter of the registered in- 
vestment company has a financial interest in the transac- 
tion. The exemption is available for transactions involving 
SBICs, venture capital and other registered investment 
companies. 


In adopting new subparagraph (5) of Rule 17d-1 the 
Commission believes that when the persons designated 

in items (A) through (E) of subparagraph (5)(i) do not 
have a financial interest in a joint transaction, there is 

little likelihood that participation by registered invest- 
ment companies, or controlled companies thereof, in 

joint transactions with other affiliated persons, or affiliated 
persons of such other affiliated persons, will result in un- 
fair or disadvantageous treatment to the investment com- 
panies or their controlled companies. 


New subparagraph (5) does not, however, exempt from 
the application requirements of the Rule those joint 
transactions in which an investment company or a com- 
pany controlled by such company commits in excess of 5 
percent of its assets, except that registered SBICs may 
commit as much as 20 percent of their private capital 
(paid-in capital and surplus). The 20 percent limitation 
for SBICs is consistent with investment restrictions al- 
ready imposed by SBA regulations, under which an 

SBIC is permitted to invest up to 20 percent of its private 
capital in a single small business. 


An exception to these investment limitations contained 
in new subparagraph (5) is provided for a merger of a 
controlled company of the registered investment com- 
pany with another controlled or affiliated company of 
the registered investment company. Since there is little 
likelihood that the investment company might be over- 
reached or disadvantaged in such transactions, subpara- 
graph (5)(ii) provides that the percentage limitations are 
inapplicable to controlled companies of investment com- 
panies in merger transactions otherwise meeting the 
conditions for exemption imposed by new subparagraph 
(5). 


Apart from the provisions of the amendments, it should 
be noted that the anti-fraud provisions of the federal 
securities laws are also applicable to joint transactions 

in which registered investment companies or their con- 
trolled companies participate. In particular, Rule 10b-5 
under the Securities Exchange Act of 1934 prohibits 
the employment of manipulative and deceptive devices 
in connection with the purchase or sale of any security. 
That prohibition would be applicable even where the ex- 
emption afforded by the amendment is available. Fur- 
thermore, the officers, directors and investment advisers 
of registered investment companies will remain subject 
to the fiduciary obligations imposed by Section 36(a) 
of the Act with respect to joint transactions exempted 
by new subparagraph (5). 


The Commission also contemplates that an additional 
item will be included shortly in the annual report forms 
for registered investment companies, or in other appro- 
priate periodic reports, which will require information 
relating to all transactions carried out without the filing 
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of an application under Rule 17d-1 where the parties have 
relied on the exemption provided by subparagraph (5). 
The reporting requirement will not, however, be a con- 
dition precedent to the availability of the exemption pro- 
vided by subparagraph (5). 


Illustrative of the type of joint transaction which is exempt 
under new subparagraph (5), are the following: 


1. Frequently, a company is an affiliated person of a 
registered investment company because 5 percent or more 
of the former’s common stock is in the portfolio of the 
registered investment company. In addition, an officer 

or director of the affiliated portfolio company (an affili- 
ated person of a portfolio company) may own some of 
the affiliated portfolio company’s common stock or 
another individual may own 5 percent or more of the 
portfolio company’s common stock (and, therefore, be 
affiliated with the portfolio company). 


If the portfolio company reorganizes its capital structure 
by the exchange of new securities for its already out- 
standing securities, subparagraph (5) would eliminate 

the need for an application under Rule 17d-1, provided, 
of course, that the persons specified in items (A) through 
(E) of subparagraph (5)(i) do not also have a financial 
interest in the transaction. The exemption would be avail- 
able even though such a reorganization would involve 
Participation by an affiliated person of an affiliated per- 
son of the registered investment company in a joint en- 
terprise (namely, the exchange of securities of the port- 
folio company for new securities thereof) in which the 
registered investment company is also a participant and 
in which both have a financial interest. 


2. A somewhat similar situation arises when an affiliated 
portfolio company of the registered investment company 
is to be merged with a company controlled by the regis- 
tered investment company. Frequently, an affiliated per- 
son of the affiliated portfolio company (e.g., an officer, 
director or 5 percent stockholder) has a financial inter- 
est in the joint transaction. Under new subparagraph (5), 
an application for an order of the Commission to permit 
this transaction would not be required, provided that 
the persons specified in items (A) through (E) of sub- 
paragraph (5)(i) do not have a financial interest in the 
joint transaction. 


3. Where two registered investment companies each own 
5 percent or more of the common stock of the same port- 
folio company, each is an affiliated person of an affiliated 
person of the other. Under new subparagraph (5), it would 
not be necessary to file an application under Rule 17d-1 
where either or both of the investment companies desire 
to increase or decrease their holdings of such security or 
to exchange securities with the portfolio company, pro- 
vided that the persons specified in subparagraph (5) (i) 

do not have a financial interest in the transaction, and 
further provided that any increase in the holdings of 
either investment company does not result in its invest- 
ing in excess of 5 percent of its assets in the portfolio 
company. 


The text of the amendment to Rule 17d-1 under the Act 
is as follows: 
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(d) Notwithstanding the requirements of paragraph (a) 
above, no application need be filed pursuant to this 
rule with respect to any of the following: 


(4) The issuance by a registered investment company 
which is licensed by the Small Business Administration 
(“SBA”) ‘pursuant to the Small Business Investment Act 
of 1958 of stock options which qualify under Section 
422 of the Internal Revenue Code, as amended, and which 
conform to §107.805(b) of Chapter | of Title 13 of the 
Code of Federal Regulations. 


(5) Any joint enterprise or other joint arrangement or 
profit-sharing plan (hereinafter referred to as a “joint 
enterprise’) in which a registered investment company 
or a company controlled by such a company, is a partici- 
pant, and in which a company which is an affiliated per- 
son of such registered investment company or an 
affiliated person of such a person is also a participant, 
provided that: 


(i) no person who is included in items (A) through (E) of 
this subparagraph (i) is, was or proposes to be, a partici- 
pant in the joint enterprise through a financial interest, 
direct or indirect, in any person (except the registered 
investment company) who is, was or will be a participant 
in the joint enterprise: 


(A) an officer, director, employee, investment adviser, 
member of an advisory board, depositor, promoter of or 
principal underwriter for the registered investment com- 
pany, 


(B} a person directly or indirectly controlling the regis- 
tered investment company, 


(C) a person directly or indirectly owning, controlling, 
or holding with power to vote, 5 per centum or more 
of the outstanding voting securities of the registered in- 
vestment company, 


(D) a person directly or indirectly under common control 
with the registered investment company, except a person 

who, if it were not directly or indirectly controlled by the 
registered investment company, would not be directly or 

indirectly under the control of a person who controls the 
registered investment company, or 


(E) an affiliated person of any of the foregoing, except 
(1) the registered investment company, or (2) a person 
who (i) if it were not directly or indirectly controlled 

by the registered investment company, or (ii) if 5 per 
centum or more of its outstanding voting securities were 
not directly or indirectly owned, controlled, or held with 
power to vote by the registered investment company, 
would not be an affiliated person of a person described 
in item (B) or (C) hereinabove; 


(ii) in such joint enterprise, other than a merger of a con- 
trolled company of the registered investment company 
with another controlled company or affiliated company 
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of the registered investment company, neither the invest- 
ment company nor a company controlled by such com- 
pany commits in excess of 5 per centum of its assets, 
except that a registered investment company which is 
licensed by the Small Business Administration pursuant 
to the Small Business Investment Act of 1958 may not 
commit in excess of 20 per centum of its paid-in capital 
and surplus; and 


(iii) for the purpose of determining whether, pursuant 

to this subparagraph (5), an application need be filed 
pursuant to this rule, the term “financial interest” as 

used herein shall not include (A) any interest through 
ownership of securities issued by the registered invest- 
ment company; (B) any interest of a wholly-owned sub- 
sidiary of the registered investment company; (C) usual 
and ordinary fees for services as a director; (D) an inter- 
est of a nonexecutive employee; (E) an interest of an 
insurance company arising from a loan or policy made 

or issued by it in the ordinary course of business to a 
natural person; (F) an interest of a bank arising from 
aloan to a person who is an officer, director or executive 
of acompany which is a participant in the joint transac- 
tion or from a loan to a person who directly or indirectly 
owns, controls, or holds with power to vote, 5 per cen- 
tum or more of the outstanding voting securities of a 
company which is a participant in the joint transaction; 
or (G) an interest acquired in a transaction described in 
paragraph (d)(3) hereof. 


Supplementary Note to Subparagraph (5) 


The Commission contemplates including an additional 
item in the annual report forms for registered invest- 
ment companies, or in other appropriate periodic re- 
ports, which will require information relating to all trans- 
actions carried out without the filing of an application 
under Rule 17d-1 where the parties have relied on the 
exemption provided by subparagraph (5). See Release 
IC-8542 (October 15, 1974). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8543/October 17, 1974 


In the Matter of 


THE SAGITTARIUS FUND, INC. 
375 Park Avenue 
New York, New York 10022 


(812-3642) 





ORDER PURSUANT TO SECTION 22(e)(3) OF THE 
ACT 


On September 9, 1974, notice was issued (Investment 
Company A.ct Release No. 8489) of the filing of an 
application by The Sagittarius Fund, Inc. (““Applicant’’), 
a diversified, open-end, management investment com- 
pany registered under the Investment Company Act of 
1940 (the “Act’’), for an order of the Commission, 
pursuant to Section 22(e)(3) of the Act, permitting post- 
ponement of payment of a portion of the amount due 
upon the tender of Applicant’s outstanding redeemable 
securities for redemption in the manner set forth in Ap- 
plicant’s ‘‘Plan’”’. 


The notice, which included an order of the Commission 
granting temporary relief, gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application might be issued upon 
the basis of the information stated therein unless a hear- 
ing should be ordered. No request for a hearing has been 
filed and the Commission has not ordered a hearing. 


The matter has been considered and it has been found 
that the postponement of payment of a portion of the 
amount due upon the tender of Applicant’s outstand- 
ing redeemable securities for redemption is necessary 
for the protection of the security holders of Applicant. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 22(e)(3) of the 
Act, that Applicant be, and is, hereby, permitted to 
postpone payment of a portion of the amount due 
upon the tender of its outstanding redeemable securi- 
ties for redemption, as set forth in the Plan, until the 
earliest of any of the following events: 


(1) ten days after Applicant gives the Commission 
notice of its intention to resume full payment upon 
redemption of its shares; 


(2) ten days after final settlement of Applicant's 
claim under an employee dishonesty bond; 


(3) the Commission, on its own initiative, terminates 
the order granted herein. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8544/October 17, 1974 


In the Matter of 
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INVESTORS MUTUAL, INC. 

INVESTORS STOCK FUND, INC. 

INVESTORS VARIABLE PAYMENT FUND, INC. 
INVESTORS SELECTIVE FUND, INC. 

IDS NEW DIMENSIONS FUND, INC. 


IDS PROGRESSIVE FUND, INC. 
1000 Roanoke Building 
Minneapolis, Minnesota 55402 


and 


INVESTORS DIVERSIFIED SERVICES, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-3702) 


NOTICE OF APPLICATION FOR AN ORDER PURSU- 
ANT TO SECTION 11(a) OF THE ACT TO PERMIT 
AN OFFER OF EXCHANGE AND PURSUANT TO 
SECTION 6(c) FOR EXEMPTION FROM THE PRO- 
VISIONS OF SECTION 22(d) OF THE ACT AND 
RULE 22d-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Investors Mutual, 
Inc., Investors Stock Fund, Inc., Investors Variable Pay- 
ment Fund, Inc., Investors Selective Fund, Inc., IDS 
New Dimensions Fund, Inc. and IDS Progressive Fund, 
Inc. (collectively referred to as ““Funds’’) each of which 
is registered as an open-end investment company under 
the Investment Company Act of 1940 (“‘Act”’) and In- 
vestors Diversified Services, Inc. (‘IDS’) (collectively 
referred to with the Funds as ‘‘Applicants”’) have filed 


an application for an order (1) pursuant to Section 11 (a) 


of the Act to permit the Funds to offer their shares to 
shareholders of IDS Bond Fund, Inc. (“Bond Fund”’) on 
a basis other than their net asset value per share at the 
time of the transfer and (2) pursuant to Section 6(c) 

of the Act granting exemption from Section 22(d) of 
the Act and Rule 22d-1 thereunder, in connection with 
such transfers. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 


IDS, as principal underwriter for each of the Funds, 
maintains a continuous public offering of the shares of 
each of the Funds at their respective net asset value plus 
a sales charge. The maximum sales charge is 7% for In- 


vestors Selective Fund, Inc. and 8% for each of the other 


Funds on purchases of less than $15,000. The sales 
charge is reduced on larger purchases. Investments in 
shares of each of the Funds may be transferred into 
investments in shares of any of the other Funds on the 
basis of their net asset value per share at the time of 
the transfer without sales charge (except for certain 
restrictions pertaining to shares of Investors Selective 


304/SEC DOCKET 


Fund, Inc.). There is no transaction charge for redeem- 
ing shares. 


Bond Fund is an open-end investment company regis- 
tered under the Act. It has filed a registration state- 
ment under the Securities Act of 1933 with respect to 
a proposed public offering of shares of its stock. IDS 
is the investment adviser and principal underwriter for 
Bond Fund. Bond Fund proposes to offer its shares to 
the public at an offering price equal to net asset value 
plus a sales charge of 312% of the offering price. The 
same sales charge is levied on reinvestment of income 
dividends. Upon redemption there is a transaction 
charge, payable to IDS, of $2.50 or 1% of the amount 
redeemed, whichever is less. 


Each of the Funds proposes to offer its shares to share- 
holders of Bond Fund who redeem their shares of 
Bond Fund and immediately reinvest in any of the 
Funds on the basis of their net asset value per share 

at the time of the transfer, plus the sales charge de- 
scribed in the prospectus of each of the Funds, less 

an amount equal to the sales charge previously paid 

on the Bond Fund shares being transferred. As a re- 
sult, a shareholder acquiring shares of one of the Funds 
through a transfer of his holdings of shares of Bond 
Fund would pay the same overall sales charge that he 
would have paid had he purchased the same number of 
shares of one of the Funds directly. Shareholders of 
the other Funds will not have the privilege of transfer 
into Bond Fund shares. 


No sales charge will be imposed upon a transfer of 
shares of Bond Fund which were acquired as a result 
of capital gain distributions at net asset value. The 
additional sales charge would only be imposed upon 
the transfer of shares of Bond Fund originally acquired 
by a direct purchase or as a result of reinvestment of 
dividends from income. There will be the same transac- 
tion charge as in all other redemptions of Bond Fund 
shares. 


In the event a shareholder desires to transfer only a 
portion of his investment in Bond Fund, those shares 
that were acquired at net asset value without sales 
charge will be transferred first. 


Section 11(a) of the Act provides that it shall be un- 
lawful for any registered open-end company or any 
principal underwriter for such company to make or 
cause to be made an offer to the shareholder of a 
security of such a company or of any other open-end 
investment company to exchange his security for a 
security in the same or another such company on any 
basis other than the relative net asset values of the 
respective securities to be exchanged unless the terms 
of the offer have first been submitted to and approved 
by the Commission. 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company or principal 
underwriter thereof shall sell any redeemable security 
issued by such company to any person except at a 
current public offering price described in the prospec- 
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tus. The sales charge described in the prospectus of each 
of the Funds is greater than the sales charge which would 
be applicable to the proposed transfer. 


Applicants state that the purpose of the proposed trans- 
fer privilege is to permit a shareholder of Bond Fund 


ment to a different investment company without pay- 
ing the full sales charge otherwise applicable. Applicants 
assert that the transfer privilege to shareholders of Bond 
Fund cannot be made at the net asset values of the Fund 
to be acquired because the shareholder of Bond Fund 
would have paid substantially less sales charges on his 
investment than similarly situated investors in the Fund 
to be acquired. Applicants contend that if shares of the 
Funds could be acquired by a shareholder of Bond 

Fund at net asset value in a transfer, it is possible that 

| the transfer would be in violation of Section 22(d) of 
the Act since an investor would be able to purchase 

| shares of one of the Funds at a sales charge other than 
that described in its prospectus merely by purchasing 
shares of Bond Fund and subsequently transferring 
those shares at net asset value into shares of one of 

the Funds. 





| Section 6(c) provides, in part, that the Commission by 
order upon application, may conditionally or uncondi 
tionally exempt any person, security, or transaction 
or any class or classes of persons, securities, or trans- 
actions from any provision or provisions of the Act 
and the Rules promulgated thereunder, if and to the 
extent such exemption is necessary or appropriate in the 
| public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 12, 1974, at 
5:30 p.m. submit to the Commission in writing a re 
quest for a hearing on the matter accompanied by a 
statement as to the nature of his request, the reason 
for such request, and the issues, if any, of fact or law 
} Proposed to be controverted, or he may request that he 
be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person 
being served is located more than 500 miles from the 
point of mailing) upon Applicants at the addresses 
stated above. Proof of such service (by affidavit, or 
in the case of an attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations pro- 
mulgated under the Act, an order disposing of the 
application will be issued as of course following said 
) date unless the Commission thereafter orders a hear- 
Ing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 





For the Commission, by the Division of Investment 


Management Regulation, pursuant to delegated 


who changes his investment objective to change his invest- 




















































George A. Fitzsimm 
Secretar 
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Litigation Release No. 6544/October 11, 1974 


SEC v. SUNSHINE MINING COMPANY, et al. 


The Securities and Exchange Commission announcs 
today the filing of a complaint in the United State: 
District Court for the Southern District of New Y 
seeking to enjoin Sunshine Mining Company and Irv 
P. Underweiser, Chairman of the Board, 
violations of Section 14(a) of the Securities Exchange 
Act of 1934 and Rules 14a-3, 14a-9 and Schedul 
of Regulation 14A thereunder 


from furthe 


Contemporaneously with the filing of this action the 
defendants consented to the ent: fa final judgment 
of permanent injunction without 

the allegations of the complaint. 


In accordance with the consent the Honorable Rict 
ard Owen, United States District Court Judge for the 
Southern District of New York entered a final judg 
ment permanently enjoining the defendants from 
further violations of the previously mentioned f 


eral securities laws, and ordered Sunshine, amo 
other things, to establish a committee to implem 
procedures to avoid similar acts and practice: 


led to the violations. 


In its complaint the Commission alleged that Sunshin« 
failed to disclose and describe in its proxy statement 
for the 1968, 1969 and 1970 annual meetings tran 
actions that occurred in 1967, 1968 and 1969 where 
in Sunshine satisfied, in part, certain personal arrange 
ments and agreements made by and on behalf of 
Louis Beryl, then chairman of the Board and Chief 
Executive Officer of Sunshine, and others, to acquire 
control of Underwriters Trust Company of New York 
It was further alleged that certain transactions tha 
oceurred in 1970 and 1971 involved the opening of 
bank accounts and the purchase by Sunshine of certi 
ficates of deposit at competitive rates and the obtain 
ing by certain Sunshine directors of personal loar 

at the same banks. The complaint alleged that the 
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proxy statements for the 1971 and 1972 annual meetings 
of Sunshine failed to disclose and describe these trans- 
actions which inured to the direct or indirect benefit 

of the Sunshine directors concerned. 


In addition to the permanet injunction entered against 
Sunshine and Underweiser, the court ordered that 
Sunshine must, within sixty days, institute and comply 
with internal procedures satisfactory tothe SEC provid- 
ing for internal investigations within Sunshine by a com- 
mittee of Sunshine’s directors to determine that Sun- 
shine’s cash deposits and its investments in certificates 
of deposit and comparable money instruments issued 

by banks are made for Sunshine’s valid business purposes 
and not for the purpose of conferring a material direct 
or indirect economic venefit on any director, nominee 
for director or executive officer of Sunshine. Sunshine 
is also required to communicate the material facts set 
forth in the complaint, the substance of the Commis- 
sion’s allegations with respect thereto and the substance 
of the terms and provisions of the judgment to all stock- 
holders of record prior to the next meeting of Sunshine 
stockholders for the election of directors. 





Litigation Release No. 6545/October 15, 1974 


SEC v. NATIONAL GENERAL WEST, INC., LEONARD 
J. STIFFLER, JR., RALPH W. HORNBECK, BEATY 
REALTY CO., LEE BEATY 


(No. CV 74-2554-R) 


Gerald E. Boltz, Regional Administrator of the Los 
Angeles Regional Office announced that on September 
11, 1974, the Honorable Manuel L. Real, Judge, United 
States District Court, Central District of California in 
Los Angeles permanently enjoined National General 
West, Inc. headquartered in Fullerton, California, 
Leonard J. Stiffler, Jr., of Anaheim, California, Ralph 
W. Hornbeck of Pasadena, California, Beaty Realty Co., 
headquartered in Salem, Oregon, and Lee Beaty of 
Salem, Oregon from further violations of Sections 5 
and 17(a) of the Securities Act of 1933 and Section 
10(b) and 15(a) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder in the offer and 

sale of real estate limited partnership interests. The 
defendants consented to the entry of the injunction 
without admitting or denying the allegations in the 
Commission’s complaint. 


According to the Commission’s complaint Leonard J. 
Stiffler, Jr., is the president and sole shareholder of 
National General West, Inc., and Ralph Hornbeck was a 
vice-president until February 1974. Lee Beaty is named 
as president of Beaty Realty. 


In its complaint the Commission alleged the defendants 
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violated Section 5 of the Securities Act of 1933 by 
offering and selling to over 1,000 public investors 
limited partnership interests in real estate syndications 
which were not registered with the Commission and 
that the defendants violated Section 15(a) of the Se- 
curities Exchange Act of 1934 by doing business as a 
broker-dealer in securities without being registered as 
such with the Commission. 


The Commission alleged the defendants violated Sec- 
tion 17(a) of the Securities Act of 1933 and Section 
10(b) of the Securities Exchange Act of 1934 and Rule 
10b-5 thereunder as follows. According to the Com- 
plaint National General West Inc., formed limited 
partnerships in which it or its employees was usually 
general partner and sold interests in these partnerships 
to public investors. The Commission alleged that Stiff- 
ler caused National General West, Inc., to make mis- 
representations through its officers, employees and 
agents and that Hornbeck and Beaty failed to verify 
the accuracy and adequacy of these representations 
prior to making them. The Commission alleged that 
National General West, Inc., represented that it was 
expert at finding undervalued, undeveloped real pro- 
perty and could acquire these properties for these 
partnerships at “distressed prices” and that these 
could quickly be resold at profits to investors. 
National General West, Inc., allegedly represented that 
it had made great profits for its investors in the past, 
that prior investors had made an average of 30% pro- 
fit in an average period of 4.8 months, that the lowest 
investor profit was 25% and that some investors made 
as much as 300% profit in seven months. The Commis- 
sion alleged this was misleading because in fact most 
properties acquired by investors were not from inde- 
pendent sellers but were acquired from National Gen- 
eral West, Inc., or its prior partnerships or its asso- 
ciates. The complaint alleged that most profits 
achieved by National General West, Inc., for its in- 
vestors were from selling properties to new investors 
so that National General West, Inc., was paying profits 
to old investors with funds from new investors. The 
Commission alleged that National General West, Inc. 
misrepresented the profits it achieved for its investors 
because most had held their properties for longer than 
24 months and had not sold their properties except 

to another National General West, Inc. partnership. 





Litigation Release No. 6546/October 15, 1974 


SEC v. WRIGHT INVESTMENTS, INC., et al. 
(USDC, W.D. Wash., Civil Action File No. C74-339S) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, 
announced today that on October 3, 1974 the Honor- 
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able Walter T. McGovern, Judge, United States 
District Court for the Western District of Washington 

at Seattle, Washington, entered a Decree of Permanent 
Injunction against Frederick F. Poyner, of Arlington, 
Washington, enjoining him from further violations of 
the registration provisions of the federal securities laws. 
Mr. Poyner, a principal in Wright Investments, Inc., was 
enjoined from further violations of the registration pro- 
visions of the Securities Act of 1933 in connection 

with the offer and sale of promissory notes, evidences 
of indebtedness, and investment contracts in the form 
of limited partnership interests, tenancy-in-common 
interests and real estate or membership contracts, with 
recourse, Or any other securities. He consented to the 
Decree of Permanent Injunction without admitting or 
denying the allegations of the Commission’s complaint. 


For further information, see Litigation Releases 6415 
and 6505. 





Litigation Release No. 6547/October 15, 1974 


SEC v. INTERNATIONAL TELEVISION FILM 
PRODUCTIONS, INC., et al. 


(W.D. Washington, Civil Action No. C74-129T) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, 
announced that on October 7, 1974, the Honorable 
William N. Goodwin, United States District Judge at 
Tacoma, Washington, issued an order permanently 
enjoining International Television Film Productions, 
Inc., Donald C. Como, and Richard W. Haupt I! all 

of the Los Angeles, California area from further 
violations of the registration and anti-fraud provi- 

sions of the federal securities laws. 


The defendants consented to the entry of the injunc- 
tion without admitting or denying the allegations in 
an amended complaint which was filed on October 

7, 1974. 


For further information see Litigation Release No. 
6503. 





Litigation Release No. 6548/October 16, 1974 


William D. Moran, Administrator of the New York Re- 
gional Office of the Securities and Exchange Commis- 
sion and the Division of Enforcement, today announced 


the filing of a complaint in the United States District 
Court for the Southern District of New York against 
The Carter Group, Inc. (“Carter Group”), and Utilities 
& Industries Corporation (““U&I"’), a company con- 
trolled by Carter Group. Both Carter Group and U&l 
are located in New York, New York, and the com- 
panies’ common stock is traded over the counter 

and listed on the NASDAQ system. The Commission 
also announced that Carter Group and U&I had con- 
sented, without admitting or denying the allegations 

in the Commission’s complaint, to a Final Judgment of 
Permanent Injunction (“Judgment”) enjoining them 
from further violation of Sections 12(d)(1)(A)(i) 

and 17(d) of the Investment Company Act of 1940. 


In its complaint the Commission alleged that on 
November 24, 1971, while subject to the provisions 
of the Investment Company Act, U&l, at the direction 
of Carter Group, and with a view towards U&I and 
Carter Group possibly acquiring control of Fifth Ave- 
nue Coach Lines, Inc. (‘‘Fifth’’), a registered invest- 
ment company now known as South Bay Corporation, 
unlawfully caused the U&l Employee Welfare Benefit 
Fund (“The Fund”) to purchase 15,000 shares of 
Fifth and to hold those shares for Carter Group and 
U&l until such time as they were no longer subject 
to the provisions of the Investment Company Act. 
Ten thousand of the shares held by the fund were 
purchased by U&I on August 23, 1972, at the same 
time U&l announced its intention to acquire control 
of Fifth. This earlier purchase of the 15,000 shares, 
when aggregated with the shares already owned by 
U&l, constituted in excess of three per cent of the 
outstanding shares of Fifth and was thereby in vio- 
lation of Section 12(d)(1)(A)(i) of the Investment 
Company Act. 


The Complaint also alleged that during the period Carter 
Group and U&l failed to disclose to the Fund's beneficiaries 
or the Fund's trustee that the Fund’s assets were being uti- 
lized to enable Carter Group and U&l to acquire control of 
Fifth, and thereby engaged in acts and practices which con- 
stituted violations of Section 10(b) of the Securities Ex- 
change Act. 


The Complaint further alleged that during the period 
between November 1971 and May 15, 1972, a partner- 
ship known as the Motherwell Partners, composed 

of officers and directors of Carter Group and U&l, 
purchased 78,814 shares of U&I stock. These pur- 
chases allegedly were made at a time when both 

Carter Group and U&l were subject to the provisions 
of the Investment Company Act and were made to 
avoid the terms of a no-action letter issued by the 
staff of the Commission. 


This no-action letter was issued in response to a 
proposal by Carter Group to purchase U&l shares 
on its own behalf. Shortly after Carter Group and 
U&I were exempted from the provisions of the 
Investment Company Act by the Commission, 
Carter Group purchased all the U&I shares held by 
the Motherwell Partners at a price in excess of 
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the then quoted market price for U&l stock. This trans- 
action violated Section 17(d) of the Investment Com- 
pany Act which generally prohibits joint transactions 
between investment companies and their affiliated per- 


Ns 


in addition to the permanent injunction, the Judgments 
provide: 


1) That no officer or certain directors of Carter Group 
and U&l can serve on the board of directors of a regis- 
tered investment company (except Fifth) without prior 
Commission approval. 


2) That Carter Group and U&l shall not purchase 
otherwise acquire any security issued by a registered 
investment company; nor shall any officer or director of 
either company purchase or otherwise acquire the se- 
curity of any registered investment company in which 

Carter Group or U&l has any interest, without prior 
Commission approval. 


That Carter Group and U&l shall not exercise any 
vers they might have to direct or in any way advise 
to the purchases or sales of any assets for any of 
their pension funds. 


1) That U&l shall reimburse the Employee Welfare 
benefit fund the difference between the price to be 
eceived by Fifth shareholders pursuant to any liquida- 
f that company and the price received by the fund 
for the Fifth shares it sold in 1972, pursuant to a nego- 
ited formula. 





Litigation Release No. 6549/October 17, 1974 


SEC v. ATLANTIC INTERNATIONAL OIL CORPOR- 


\TION, et al 


(S.D. Ohio, E. Div.) 


John |. Mayer, Administrator of the Chicago Regional 
Office of the Securities and Exchange Commission 
day announced that on October 10, 1974, the Com- 
ssion has filed a civil injunctive complaint in the 
United States District Court for the Southern District 
of Ohio, Eastern Division, seeking to enjoin Atlantic 
International Oil Corporation, a West Virginia cor- 
poration with its main office in Columbus, Ohio, 

id John D. Slawter, President, also of Columbus, 
Ohio, from further violations of the registration and 
antifraud provisions of the Securities Act of 1933 and 
the antifraud provisions of the Securities Exchange 
Act of 1934. 


The Commission alleged in its complaint that the de- 
fendants have been since September, 1971, offering 
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for sale and selling securities, namely, fractional undi- 
vided interests in oil and gas leases and wells located 
in Ohio and West Virginia. 


The complaint further alleged that in the offer and 
sale of such securities the defendants made material 
misrepresentations and omitted to state material 
facts to purchasers and prospective purchasers con- 
cerning the amount of oil and gas production (initial 
and projected), the corporate financial condition, 
the drilling and completion costs of the wells, the 
value of unexplored oil and gas leases and the exis- 
tence and location of various corporate division and 
field offices. 





Litigation Release No. 6550/October 18, 1974 


SEC v. SCHERL, EGENER & BASSUK, INC., et al. 


(SDNY) 


William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, announced today that on August 30, 
1974 the Commission filed a Complaint in the United 
States District Court in New York City charging 
Scherl, Egener & Bassuk, Inc., a broker-dealer located 
at 768 Fifth Avenue, New York, New York, and its 
majority stockholder, Gerald H. Cahill of New York, 
New York with violating the Commission’s Net Capi- 
tal and Bookkeeping Requirements under Sections 
15(c)(3) and 17(a) of the Securities Exchange Act of 
1934, and Rules 15c3-1, 17a-3 and 17a-4 thereunder 


On September 10, 1974, upon the consent of the de- 
fendants, Judge Thomas P. Griesa issued a perma- 
nent injunction as requested by the Commission. The 
defendants consented to the entry of the permanent 
injunction without admitting or denying the allega- 
tions in the Commission’s Complaint. 
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SEC v. FRANKLIN NEW YORK CORPORATION, 


et al. 


William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission and the Divisions of Enforcement and 
Corporation Finance announced that on October 17, 
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1974 the Commission filed a Complaint in the United 
States District Court for the Southern District of New 
York seeking to enjoin Franklin New York Corporation 
(“Franklin”) of New York, New York, parent holding 
company of Franklin National Bank (‘“FNB’’), not 
named as a defendant, and certain of its officials and 
directors from further violations of the anti-fraud and 
financial reporting provisions of the federal securities 
laws. On October 8, 1974, the Comptroller of the Cur- 
rency had declared FNB insolvent and appointed the 
Federal Deposit Insurance Corporation as receiver for 
FNB. 


The defendants named in the Commission’s action 
include: 





1. Franklin, a bank holding company with principal 

offices located in New York City. Franklin’s only sig- 

nificant operations were those conducted through 

| Franklin National Bank and its subsidiaries. Franklin’s 

| securities are traded in the over-the-counter market, 
although trading has been suspended by Commission 
order since May, 1974. On October 16, 1974 Franklin 
filed a petition for voluntary bankruptcy in the United 

| States District Court, the Southern District of New 
York. 


2. Harold Gleason (“‘Gleason’’), a resident of Old 
Westbury, New York was chairman of the board and 
chief executive officer of both Franklin and FNB from 
1970 to June 20, 1974. 


é 3. Paul Luftig, a resident of Larchmont, New York 


was president of both Franklin and FNB from June, 
1972 to May 13, 1974 when his duties were termin- 
ated. 


4. Peter R. Shaddick (‘’Shaddick”’), a resident of 
Sands Point, New York was executive vice-chairman 
of Franklin and FNB until he tendered his resigna- 
tion from those positions in May, 1974. 


5. Michele Sindona (‘“Sindona”), a resident of Geneva, 
Switzerland, was chairman of Franklin’s International 
Executive Committee from August, 1972 to September, 
1974 and owns over 20% of the common stock of 
Franklin. 


6. Carlo Bordoni (““Bordoni”), a resident of Milan, 
Italy, was a member of Franklin‘s International Exe- 
cutive Committee from August 1972 to June 1974. 


7. Howard D. Crosse (“‘Crosse’’), a resident of Glen 
Rock, New Jersey, was formerly vice-chairman of 
» Franklin and FNB. 


8. Andrew N. Garofalo (“Garofalo”), a resident of 

Staten Island, New York, until his resignation in May 
| of 1974, was a vice-president of FNB and head trad- 
| er of FNB’s foreign exchange department. 


9. Donald H. Emrich (‘Emrich’), a resident of East 









Meadow, New York, until his termination in May of 
1974, was assistant cashier in FNB’s foreign exchange 
department. 


10. Robert C. Panepinto (‘‘Panepinto’’), a resident of 
Whitestone, New York, was formerly audit supervisor 
of International Banking at FNB. 


Among other things, the complaint alleges that from at 
least 1973 and at various times thereafter, the defend 
ants Franklin, Shaddick, Sindona and Bordoni engaged 
in foreign exchange transactions with various banking 
entities controlled directly or indirectly by Sindona 

at terms and rates different from those then prevailing 
in the International currency markets. In particular, 
transactions in September 1973 and March 1974 were 
designed to result in manufactured profits of approxi 
mately $5 million to FNB, but the true nature of the 
transactions or the fact that they were arranged 
among interested parties was never disclosed to mem 
bers of the investing public or in any of FNB’s filings 
with the Commission. The profit from at least one 
series of transactions is alleged to have constituted 
virtually the entire reported profit for FNB for the 
period during which the transactions occurred 


In addition, the complaint alleges that Franklin, 
Shaddick, Garofaio, Emrich and Panepinto concealed 
foreign exchange losses occurring at FNB by either 
failing to record transactions reflecting such losses 
on the books and ledgers of FNB or by valuing such 
transactions on FNB’s books at falsified rates. In 

this connection, Emrich and Garofalo are alleged 

to have committed such specific acts and Shaddick 
and Panepinto are alleged to have aided and abetted 
such conduct. These activities caused Franklin to fail 
to disclose, until June 20, 1974, over $26 million in 
foreign exchange losses for the first quarter of 1974 
and over $16 million for the second quarter of 1974. 


The complaint further alleges that on three separate 
occasions in 1974, the values of FNB’s domestic 
securities portfolio was significantly over-valued by a 
total $5.6 million. These misvaluations were allegedly 
reflected in various of Franklin's reports to share- 
holders. Gleason, Luftig and Crosse are charged with 
participating in such conduct. 


The complaint further alleges that Sindona and Shad- 
dick caused FNB to assume a $200,000,000 under- 
writing obligation, $96.5 million of which FNB was 
unable to discharge and then failed to fully and 
accurately disclose all of the circumstances surround- 
ing the assumption and later discharge of such obli- 
gation. The charges concerning the failure to disclose 
these activities center particularly on the role of Sin- 
dona in causing FNB to agree to take the underwriting 
participation and the role of Sindona and Bordoni in 
effecting FNB’s discharge of the obligation. In this 
connection, Gleason and Luftig are also charged with 
knowledge of FNB’s incomplete disclosure concern- 
ing the transactions. 
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The complaint further alleges that Franklin, FNB, 
Gleason, Luftig, Shaddick, Sindona and Crosse with 
issuing a release in April, 1974 reporting first quarter 
earnings which falsely stated that Franklin had actual- 
ly sustained losses of $40.4 million or $8.75 per share. 
Moreover, the complaint alleges that Franklin, Gleason 
and Sindona issued a misleading release in May, 1974 
which failed to attribute a portion of FNB’s foreign 
exchange losses to the first quarter of 1974. 


In addition, the complaint alleges that Franklin failed 
to disclose material facts concerning the deterioration 
in the quality and level of FNB’s loan portfolio for 

the period December 31, 1972 to December 31, 1973. 


Finally, the complaint charges Franklin, Gleason, 
Luftig, Shaddick, Sindona and Bordoni with filing 
documents with the Commission which among other 
things, failed to accurately represent various trans- 
actions by FNB, and which failed to accurately re- 
flect the financial condition of Franklin and FNB. 
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SEC v. OPEN ROAD INDUSTRIES, INC. 


(District of Columbia Civil Action No. 74-1301) 


The Securities and Exchange Commission (‘‘Commis- 
sion’’) announced that on October 15, 1974, United 
States District Judge William B. Bryant permanently 
enjoined Open Road Industries, Inc. (“Open Road”), 
El Segundo, California, for a period of twenty-five 
years from failing to file with the Commission timely 
and proper periodic and current reports in contraven- 
tion of Section 13(a) of the Securities Exchange Act 
of 1934 (“Exchange Act”) and the rules thereunder. 


The court order provided that the injunction may 

be dissolved or modified by the Court on Open Road’s 
application, with notice to the Commission, for good 
cause shown and upon a demonstration to the Court 
that Open Road has for five years from the effective 
date of the order filed the required timely and proper 
reports. 


Subsequent to the institution of the Commission’s 
action against Open Road on August 29, 1974, Open 
Road filed its delinquent annual report on Form 10-K 
for the fiscal year ended April 30, 1974, and a de- 
linquent quarterly report on Form 10-O for the fiscal 
quarter ended July 31, 1974. 


The common stock of Open Road is listed on the 


American Stock Exchange and the Pacific Stock Ex- 
change which halted trading thereon on August 8, 
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1974. The Commission suspended trading in the securi- 
ties of Open Road for one ten day period beginning on 
August 29, 1974, and advised brokers and dealers that 
quotations in the securities of Open Road subsequent 
to such trading suspension would be subject to the pro- 
visions of Rule 15c2-11 promulgated under Section 15 
(c)(2) of the Exchange Act. 











TRUST INDENTURE ACT 





TRUST INDENTURE ACT OF 1934 
Release No. 368/October 11, 1974 


The Securities and Exchange Commission has issued 
a notice giving interested persons until November 8, 
1974 to request a hearing on an application by 
Allied Products Corporation, (the ‘“Company”), a 
Delaware corporation, pursuant to Section 310(b) (1) 
(ii) of the Trust Indenture Act of 1939 declaring that 
the trusteeship of Continental Illinois National Bank 
and Trust Company of Chicago under an indenture of 
the Company and an indenture of the City of Fort 
Dodge, lowa, is not so likely to involve a material 
conflict of interest as to make it necessary to dis- 
qualify Continental National Bank and Trust Com- 
pany of Chicago from acting as trustee. 





TRUST INDENTURE ACT OF 1939 
Release No. 369/October 11, 1974 


The Securities and Exchange Commission has issued 
an order under the Trust Indenture Act (‘‘Act’’) on 
application of Pacific Gas and Electric Company, 
exempting its First and Refunding Mortgage Bonds, 
Series 74B, due June 1, 1982 from the provisions, 
Subsections 316(1)(1), 316(b) and 317(a)(2) of 

the Act. 
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